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TREASURY DEPARTMENT-POST OFFICE APPROPRIATIONS, 
1952 


TREASURY DEPARTMENT 
Wepnespay, Marcu 7, 1951. 
BUREAU OF THE MINT 


WITNESSES 


MRS. NELLIE TAYLOE ROSS, DIRECTOR OF THE MINT 
LELAND HOWARD, ASSISTANT DIRECTOR OF THE MINT 
TIMOTHY E. RUSSELL, CHIEF ACCOUNTANT 


SUPPLEMENTAL EsTIMATEs FOR 1951 anp 1952 


Mr. Gary. The committee will come to order. We will hear at the 
present time the request for a supplemental appropriation for the 
fiscal year 1951, as set forth in House Document No. 67 on page 17. 
The request is for an additional amount of $330,000 for “Salaries and 
expenses” for the Bureau of the Mint with a proviso that the appro- 
priation shall be available for paying wage increases effective from 
the date of approval by the Treasury Department. 

Also, a proposed supplemental appropriation for the fiscal year 
1952, as set forth in House Document No. 66 at page 10, for an increase 
of $1,200,000 to be added to the $3,990,000 in the original estimate, 
making a total request for the fiscal 1952 of $5,190,000. 

Governor Ross, would you like to explain these additional requests 
to us at the present time? 

Mrs. Ross. I would. I think your committee understands that con- 
ditions that were totally unforeseen when our original estimate was 
presented to you have arisen that necessitate our coming before you 
today asking for this supplemental to our appropriation. 


INCREASED DEMAND FOR COINS 


When we were here in connection with the 1952 budget we described 
to you the enormous increase in the demand for coins that has arisen 
since the Korean incident. You realize this incited the people all over 
the country into widespread oxpenietes for all sorts of things they 
thought were going to be scarce because of the large defense program. 

In the first 6 months of this current year we sent out 1,050,000,000 
coins, which was twice as much as we had sent out in the entire previ- 
ous year, and was more than we contemplated would be required for 
the whole of this current year. 


(1) 
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Now, as I have said, when we prepared the budget we did not expect 
any such development as this. You will recall that the demand for 
coins had fallen to the lowest level of a number of years, and we were 
turning back to you $1,000,000 from the appropriation of that year, 
which was in 1950. 

Tn view of this enormous demand that has arisen for coins, and that 
has continued even into the first months of this calendar year—which 
are normally the most quiet of the whole year—it seems unrealistic 
to assume that what we have left of funds for coinage is going to 
suffice to carry us over to the end of this year. Therefore, we are 
coming to you asking for a supplemental of $330,000. 


WAGE INCREASES 


Now, about 15 percent of that amount will be consumed in wage 
increases for our per diem workers that have been granted by the 
Wage Board. That is something entirely outside our jurisdiction. 
That will leave $282,700 for coinage purposes. That means our draw- 
ing from other functions personnel to put on coinage to the greatest 
extent we can. 

Mr. Gary. In connection with the wage increase, you have a Govern- 
ment Wage Board. 

Mrs. Ross. Yes. 

Mr. Gary. Which is authorized to fix the pay for the wage earners ¢ 

Mrs. Ross. That is true. 

Mr. Gary. It is an independent board? 

Mrs. Ross. Certainly. 

Mr. Gary. You have no control over it? 

Mrs. Ross. No. 

Mr. Gary. But you are required to pay the wage scales that the 
Board fixes? 

Mrs. Ross. Yes; and that is determined by the pay of the industrial 
workers in the localities where the mints exist. 

Mr. Gary. That is supposed to be the guidepost of the Board ? 

Mrs. Ross. Yes; it is. 

Mr. Gary. But you have nothing to do with that? 

Mrs. Ross. That is outside of our jurisdiction. 

Mr. Gary. The wage is fixed by the Board ? 

Mrs. Ross. It is. 

Mr. Gary. The purpose of the Board is to equalize wages with the 
prevailing wage in the area in which the men are employed? 

Mrs. Ross. That is true. They require us to make a survey of wages 
in each area where the mints are located and submit it to the Board. 

Mr. Gary. And the Board fixes the wage? 

Mrs. Ross. The Board fixes the wage. 

Mr. Gary. When was the wage scale changed ? 

Mrs. Ross. Since we received the grant from you at the first of the 
year. I donot remember the month. 

Mr. Howarp. It is effective at different times at different institutions. 

The first one, I believe, was for the Denver Mint, December 20, and 
the rest of them were in January. 

Mrs. Ross. ‘They came along about the same period. 

Mr. Gary. Has there been a change in each institution ? 


Mrs. Ross. Yes. 


























Mr. Gary. In all of them? 

Mr. Howarp. Yes. Wage Board employees are per diem employees, 
and their wages are fixed in that manner. 

Mrs. Ross. And they are the larger part of our personnel, the per 
diem employees, because so much of the work is manual. 

Mr. Gary. Is that the reason for the change in the language ap- 
pearing in House Document No. 67? 

Mrs. Ross. Yes; permitting us to pay those increases retroactively. 
You see, they were unforeseen when we submitted the original budget. 
We knew nothing of these increases that were to materialize. 

Mr. Gary. And you have not paid those wages ? 

Mr. Howarp. No, Mr. Chairman. We did not have the money to 
yay them and we gave those wages on the condition that they would 
be retroactive to the date the Wage Board approved them. ‘That is 
the way we have done that in the past. 

Mr. Gary. In order words, you have paid the men the same wage 
that they have been receiving? : 

Mr. Howarp. That is right, sir. 

Mr. Gary. You have not paid them the increase authorized by the 
Wage Board? 

Mr. Howarp. That is correct. 

Mr. Gary. But they are entitled to the increase as of the date it 
was approved by the Board? 

Mr. Howarp. Yes. 

Mr. Gary. Therefore, you are asking for authority to pay the in- 
crease retroactively out of this appropriation ? 

Mr. Howarp. That is correct. 

Mrs. Ross. Yes. 

Mr. Gary. What is the amount of that ? 

Mr. Howarp. $47,300. 

Mr. Gary. You may proceed, Mrs. Ross. 

Mrs. Ross. Assuming that you grant us this $330,000 additional, it 
will enable us to make 185,000,000 additional coins for this year, or a 
total of 1,285,000,000 pieces. 

Mr. Gary. What denominations? 

Mrs. Ross. All denominations. Of course, we do not know exactly 
what denominations will be required, but we assume that they will 
continue to be chiefly minor coins. In the first 2 months of this year, 
for example, the demand has been so predominantly for 1-cent pieces 
we might say we have had no demand for anything else. I want to 
mention in passing that our orders for these first 2 months of the 
calendar year have been three times as heavy as they have been in the 
similar months of any year for a 5-year period. Do I make that clear? 
In other words, the demand for coins is still heavy at a season when 
normally it is very low. 

Mr. Gary. You think that the demand is going to continue? 


HEAVY SALES IN RETAIL STORES 


Mrs. Ross. We assume it is going to continue. There is nothing 
on the horizon we can see that would reverse the trend. The retail 
stores show heavier sales than they have had in many years, and even 
in the first 2 months of this calendar year I understand their sales have 
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one up enormously. Of course, that is the factor that governs the 
> ene for coins, as a rule—the activity in business. 

Our inventories are very low, Mr. Chairman, around 80,000,000 
pieces. We started out in the fiscal year with 416,000,000 pieces, and 
the requirements of the first 6 months not only consumed all our pro- 
duction, but practically all our inventory. 


1951 OBLIGATIONS 


Mr. Gary. Can you give us your obligations for 1951 by months? 

Mr. Roussett. I do not have it by months. I have it by totals 
through January 31. I can, of course, furnish you the figures that 
you want. 

Mr. Gary. Prepare a statement for the record giving it to us by 
months. It will be inserted in the record at this point. 

(The statement is as follows :) 


Bureau of the Mint—obligations by months during the period July 1950 to Jan- 
uary 1951—2011616—Salaries and expenses, Bureau of the Mint, 1951 


Month, 1950: 


fg HE A aR EL Da AER eS Ae? Gera ae ee ee RE EET $297, 412. 41 
RE RAE enn Se er Ener eee ts St eee 325, 662. 16 
ad a i iam i 301, 465. 64 
heen Gctint nica cerinalpalfa ng apn akiag as aE 433, 071. 73 
ns codeac ae ilinnlic eee cao ar 414, 091. 47 
es she eel aigl aicaceieeal aAnE O 407, 141. 42 
TOG 23 PN oh a et et eciienind hci eaeeeeabes 362, 196. 53 
pe RT aR ac eee ag aN agueenniCe HS eee 2, 541, 041. 36 

dg I RN Se roe gchar A Bd RES RL AN Rea 2 291, 988. 00 
i NR a a i rs a etl auch cide bcd 2, 249, 053. 36 


Mr. Gary. How much overtime is included in these obligations? 

Mr. Russretx. Up to the present time we calculate about $174,000. 

Mr. Gary. It appears from your justifications that your payroll, as 
of December 23, 1950, on a per annum basis, is $4,451,200, which is 
more than your total appropriation for the year. 

Mr. Russet. The reason is that the particular payroll period that 
we have shown there—the payroll for the period ended December 
23rd—included a large amount of overtime which, when projected on 
an annual basis, resulted in that inflated figure. Actually, the normal 
payroll, including the reimbursable work, would run about $3,677,000. 
That is the reason that you get that higher figure on an annual basis— 
because the overtime is in there. 

Mrs. Ross. Mr. Chairman, perhaps you will recall when we were 
here the last time in connection with the 1952 budget, we pointed out 
we resorted to overtime as the most practical expedient by which we 
could meet the demand upon us in the first 6 months of the fiscal year. 
We would not have had time to go out and recruit new employees and 
bring them in, train them, and try to meet in time the demand for 
coins. We also reckoned it was the least expensive measure that we 
could take. 


RECALL OF COINS 


Mr. Gary. Have you made any effort at all to bring about a recall 
of the coins? 
Mrs. Ross. Well, we have not sent out any formal call upon the 
people as yet. We may be wanting to do that later. During World 
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War II I did that. I wrote to high schools and colleges all over the 
country calling upon them to assist me by way of bringing influence 
to bear 5 ga people to release the coins they had in hoarding in their 
homes. It was quite effective. The Federal Reserve banks, I under- 
stand, have been releasing publicity and making an endeavor to in- 
duce people to release coins that are in teapots and little banks and 
the like. 

Mr. Gary. Would it not be advantageous at the present time to start 
some sort of compeign to get these pennies out of the piggy banks? 

Mrs. Ross. Probably it would. I am assuming that the Federal 
Reserve effort will itself, produce results. It may be that it would 
be desirable for the mint to do it also. 

Mr. Gary. I should think that a statement from you just issued to 
the press would have a tremendous effect in that respect, calling at- 
tention to this large demand for coins now. It would help relieve 
this situation if people who are saving coins would turn them in to 
the banks. 

Mrs. Ross. I do not know to what extent they are being hoarded. 
It would seem as if the call we made before upon them would have 
released an accumulation of years. 

Mr. Gary. A great many people have banks into which they drop 
pennies, dimes, and nickels, They just accumulate. If they knew 
that there is a need for the coins, many of them would just as soon turn 
them in and get paper money for them. 

Mrs. Ross. I think it is a very sensible suggestion. 

Mr. Gary. I would think that a general statement from you to the 
press all over the United States calling attention to the fact that there 
is this unusual demand for coins and that it would help the Govern- 
ment if the people who are saving coins would turn them in, would 
help alleviate the situation. 

Mrs. Ross. I am glad to receive that view from you, Mr. Chairman. 

Mr. Gary. The Budget Bureau impounded $20,000 of your funds 
under the direction of the Congress that it reduce appropriations last 
year, did it not? 

Mrs. Ross. They impounded it, but they are releasing it to us, Mr. 
Chairman. 

Mr. Gary. Have they released it as vet? 

Mrs. Ross. Yes. 

Mr. Howarp. They have released it. 

Mr. Russevi. Within the past 10 days. 

Mrs. Ross. Mr. Chairman, if you will look at this sheet that we 
produced, called No. 1, it will indicate to you that in addition to the 
$330,000 that we are asking of you we plan to withdraw all the fa- 
cilities we can from other functions and apply them to coinage 
throughout the rest of the year, and also, to the greatest extent we 
can, in 1952. Therefore there would be more applied to coinage than’ 
appears in the mere request for $330,000, $282,000 of which we plan 
to use for coinage. It would really be an expenditure of $103,500 
applied to coinage by drawing, as I say, on the facilities from other 
functions on a temporary basis. Of course, we cannot do that for 
all time, but during this period of such extraordinary demand, we 
expect to do that. 

Mr. Gary. In that connection, I think we will insert pages 1 and 
2 and 8 of the justifications. 
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(The pages referred to are as follows :) 
1951 appropriation adjusted to present condition 


i as hina nin ne ns neminb hens enbasailekh atid $3, 800, 000 
Supplemental request 


























Bie Shahn kee Satie tals wig abies wae Susie bake heen , 000 
SI ey ee ee ee ee a 4, 130, 000 
By functions 
A b ittea| 
s subm 
Activity with 1952 | Adjustments Perens 16m 
estimate | prog 
| 
1. Manufacture of coins (domestic) - - - - | $1, 872, 900 +$403, 500 $2, 276, 400 
2. Processing deposits and issues of monet: ary ‘metals and coins.| 845, 300 —45, 300 800, 000 
3. Protection of monetary metals and coins_............_....- 780, 500 —25, 500 755, 000 
4. Refining gold and silver bullion __............-.-.--2 2... 346, 300 —30, 000 316, 300 
EES EET EC eT en | Se fn de mishotiie 115, 000 
6. Inventory changes. --_.__-......- A ee saa} SM UE Nnctacussnascan —180, 000 
7. Pay increases for Wage Board employee “CL ATS EPH ee SES! +47, 300 47, 300 
II or a Si ahs ee sank chad ita de vsskigw nse 20, 000 —20, 000 |_....---.-.--- 
IRS Ee eee SALT Ree aE See ee | 3, 800, 000 330, 000 4, 130, 000 
Coinage 1951 
‘ , Pieces 

Coin production 1951 as submitted 1952 estimate. _._._._.__--- 650, 000, 000 
Cole: peedinetion 105) vevieed ==. 2c... el 1, 285, 000, 000 


Comparison of production in 1951 as between original estimate, revised estimate 
without additional funds, and revised estimate with additional funds 



































Coinage (1951): Pieces 
penne re eI WD IR Se es 650, 000, 000 
Can do without additional funds____._..__.____-__-___...--_ 1, 100, 000, 000 

Cn SRE ESR Se Sale foe os A et ee SO ANS Re POPES 655, 000, 000 
SU et a ee ey 445, 000, 000 
Conan ie eae een) Pama 6 i 1, 285, 000, 000 
First half ..... a ER YR Oe tee eee eee eee ee 655, 000, 000 
SEE ig Rs SAS ea SET Re OSA 630, 000, 000 
mewaiar once sebeglitnseiencid aksaniaciualaes ots 13% 5 elec 445, 000, 000 
RCE SSSR Eis ras OM ee Notbw ce eke Misano Aeneas 2s 185, 000, 000 

For coinage___.__ a ee BE sO EE MD eB $282, 700 
ef TERE: LOST a ee Bae es RO 47, 300 
EN ah NTS SR ct ae ees 2s AR ee ee 350, 000 

Picture for second half 1951: Pieces 
ENS SND 1 SSSR RIES ea RIO ate eae Rees ar neab e INES ut 23, 901, 027 
Ef FRE eR RE Pee ene Se ie enn cal ve a 445, 000, 000 

its FE ADE ESE ET ee TES, I? 468, 901, 027 
EERE EEE I ERE ed ERS Hn DO ET = 185, 000, 000 





Avatiebie secoud half... 2.2... CSE FER 4 Le 653, 901, 027 
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Salaries and expenses, Bureau of the Mint, 1951, standard classification schedule 












































Presently Revi 
2 , evised ; 
available proce oner od Difference 
1951 

Total number permanent positions. ................._...--.-- 881 hee Sr 
Average number of all employees. ..................-..------- R52 3 (ERR A 
Object of expenditure: ote eet ay 

Personal services; departmental: Net permanent. .-.._---- $236, 402 $6 8 f=... .-....-- 
Field: are rer a 

FR eT eG) Se a a SRE ERS a eee EP EES 2, 946, 088 eC, OD eee 

Payment above basic rates_- a Ae eee 50, 000 308, 000 $258, COO 

Wage increase for per hour employees. - ok 1 EER ayn ; 47, 30C 47, 300 

pT Salle PNR ee Ty hi te seleaer as eS meee Spek Genk: 2, 996, 088 3, 301, 388 305, 300 
rn ON A oi ee a ae 3, 32, 490 3. 537, 790 305, 300 
Travel... ing Naan Sede CL Be CA nO Se 30, 000 FS ee oe 
Transportat* RESET OS WR ih I IM IS CB Ree 9, 500 Oe bso ae 
commennate anit ees 15, 000 pas AAR ilo ee 
Rents and utility services_._...._.._.__- RE NSS AES 184, 750 104700 t..-3----52..- in 
Printion and senre@uction....._... 2 ..>........-..----.. ae 10, 500 NS seer teal 
Other contractual services... ...............2...-.-.- ene ence 16, 700 © > tee 
SION NE TRINUIN on on es cnn uci enced ereeete od 186, 860 231, 560 44, 700 
LTT SAINT ¢ PLEIN TU ec fare ate SE 90, 000 Cy oS eee 
Refunds, awards, and indemnities..................... i OF 4, 20 | Pa. See aie i 
Total appropriation or estimate..............__.....-.-- “3, 780, 000 | 4, 130, C00 | 350, 000 





Mr. Canrtetp. Governor Ross, the crux of your testimony now is 

that this extraordinary demand for coins developed because of the 
“scare buying” after the Korean conflict ? 

Mrs. Ross. That undoubtedly was a large factor. We can only 
conclude what the factors were that led to that. When it occurred 
you will recall there started greatly accelerated buying all over the 
country, which is still going on. 

Mr. Canrietp. You feel, then, that this “scare buying” is continu- 
ing in the same volume as of this moment ? 

Mrs. Ross. Yes; I think it is. Our orders for January and Febru- 
ary were extraordinarily heavy for this time of the year, and I believe 
that the retail stores have reported their buying for these first 2 
months will prove to be vastly heavier than is normal for this time 
of the year. 

Now, I would assume when the Government begins spending money 
for the defense program that, too, is going to have a bearing on the 
demand for coins. 

Mr. Canrietp. What would be the program of the Bureau if these 
additional funds now requested were not allowed ? 

I ask that question following up an earlier question by our chair- 
man. Just what would your problem be? 

Mrs. Ross. I will tell you, we are afraid that we would have heavy 
orders and that we would be unable to meet them and would have no 
money with which to build up production. . 

If we do not get a supplement we can make 1,100,000 pieces; in the 
first half 655 million pieces and in the second half 445 million pieces, 
resorting to the expedients I have explained. If we get the additional 
funds we can make 1,285,000 pieces; in the first half 655 million pieces 
and in the second 630 million pieces. 

Mr. Gary. That table is in the record. 

Mr. CanrFretp. Assuming that these extra funds are not allowed, 
who is going to be hurt and how? 

79961—51—pt. 32 
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CALL FOR COINS BY FEDERAL RESERVE BANKS 


Mrs. Ross. Well, the Federal Reserve Banks are calling for coins in 
reater amount than we can now supply. They are rationing coins. 
Gur inventories are very low and the inventories of banks are ab- 
normally low, as you will see from these tables. There is a likelihood, 
I would say, that we will come out at the end of the year with no coins 
and with no funds to make coins, if we do not build up our stocks. 
Mr. Canrretp. Now is it the function of the Federal Reserve in a 
situation of that kind to develop these appeals, which you have just 
described ? 

Mrs. Ross. You mean call upon the country to turn coins into 
circulation ? 

Mr. Canrtevp. Yes. 

Mrs. Ross. I have not known of their doing it before. 

Mr. Canrirecp. You yourselves did? 

Mrs. Ross. It was a very widespread appeal that I made. 

Mr. Canrtetp. With good results? 

Mrs. Ross. Yes; quite good results. Of course you cannot tell. 
There is no way of telling how many coins are released but we did 
think it did ease the pressure considerably. 

Mr. Chairman, I think the Assistant Director desires to say some- 
thing. 

COIN DEMAND IS SEASONAL 


Mr. Howarp. You asked who would be hurt. Our demand for coins 
isseasonal, We have our heaviest demand in the first six months of the 
fiscal year ending with the Christmas season. If we run out of coins 
during the period prior to the next fiscal year and have no inventories 
at all we then cannot possibly meet the demand because we could not 
get a shift on or get our production going to where we could meet 
that heavy seasonal demand. 

Mr. Canrievp. Has that ever occurred ? 

Mr. Howarp. No. The only time that we really were out of coins 
and seriously out of coins was during the time that Mrs. Ross made 
that appeal and that was when we were denied metals in the last war. 
It was during the period of experimentation when we could not pro- 
vide coins. I can tell what happened during that time. You have to 
have coins to carry on the trade of the country. There were several 
cities throughout the country that issued scrip during the period we 
were unable to supply coins. Boards of Trade issued scrip during 
the period they had no small change. It is an inconvenience to the 
public. At that time we could not help the inconvenience because 
there was a war on and the metals were being used for the war effort 
in such quantities that they just could not allow us the copper, it was 
during 1943 and there was a terrific shortage. So we have been 
through that period. We have never attempted to try and see what 
would happen if we did not produce any more coins. We do not pay 
out the coins. They are requisitioned by the Federal Reserve Banks 
and from the Federal Reserve Banks the calls come from the banks 
in their district and from those banks the call comes from the public. 
Now if a man goes to the bank to get change for his business during 
the week or on the week end and he cannot get change I do not know 
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what he would do. I assume he would get by some way, swap with 
somebody or barter. 

The assumption that we have always operated on was that we were 
supposed to produce coins as they were required. 

Mrs. Ross. It is incumbent on us by statute to produce coins that 
the Nation requires. 

Mr. CanrieLp. Suppose there is a definite roll-back on prices by 
OPA. 

Mr. Howarp. That could have an effect. 

A moment ago you asked Mrs. Ross for a reason as to this heavy 
demand and she gave the answer and I think a fine one about the fact 
that we had this scarce spending. I think she gave a fine example 
when she said that the Government had not had time to spend its 
defense funds and when they start pouring into the channels of trade 
we will have larger payrolls and more business. 

There is one thing that I believe, however, has come about that has 
created this demand and I will explain to you why I think it is true. 
In the first 6 months we delivered 1,050,000,000 coins. Out of that 
1,050,000,000 coins 792 million were 1-cent pieces. Now I do not think 
that through a normal increase in trade you would have had such a 
predominant use of the 1-cent piece. I think we have had something 
else, and that is that we have had price changes which have thrown 
us into odd cents. I believe we have had 5-cent articles going to 6 
cents, common articles like ice-cream cones and maybe soft drinks in 
some places. That has created a terrific demand. 

Mr. Canrimip. Which may be tempered by price control ? 

Mr. Howaxrp. That is a. Now if you want me to elaborate on 
past history I could go to 1853 and tell you what happened when we 
had a shortage of change. Also during the Civil War I could tell you 
what we did; we had to put out shin plasters. In 1853 we changed 
the content of our coins so that they would not be melted down. 

Mrs. Ross. It would be very embarrassing to the mint to be unable 
to meet the call on it for coins. 

Mr. Howarp. This is a small request and you might think: Why 
grant it? It was so small you may ask why we had to come in and 
ask for it. Unless we get this we will be in a bad position starting the 
next fiscal year. For example, if our deliveries were just what they 
were this year, 1,050,000,000, we could not meet them if we did not have 
an inventory. You could not give enough funds for the next fiscal 
year in time for us to get our wheels going and produce what we need 
in a 6-month period. 

Mr. Gary. How long does it take you to get your wheels going to 
increase your production ? 

Mr. Howarp. The first way that we will increase production is by 
overtime. You will notice in this request all the funds we put in we 
put in as overtime. What we plan to do immediately after we get 
these funds in April is to go on overtime and start recruiting at the 
same time and dovetail the two together. We believe by the end of 
the fiscal year we will be able to eliminate overtime and will have 
recruited a sufficient force to start out the fiscal year with it. If you 
do not grant us these funds and were to increase our funds in 1952 
ve would be confronted with using overtime with the employees we 
lave, 
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Now you cannot work employees too much, about 60 hours a week is 
as far as we want to go, a 6-day, 10-hour-day week. 

Mrs. Ross. If overtime is sustained too long it impairs their effi- 
ciency, too. 

Mr. Gary. If the country were to adopt a policy of a 44- or 48-hour 
week with straight time it would save considerable money in your 
department. 

r. Howarp. It would save to the extent that the overtime would 
be about 40 hours. In other words, if you were to set 44 hours we 
would save on the overtime on those 4 hours. 

I want to add a statement there and that is that provided the law 
says it was applicable to per diem workers. 

Mr. Gary. I take it, if the policy were adopted it would be appli- 
cable to all workers. 

Mr. Howarp. I do not believe that was true the last time we went on 
the longer week. 

Mr. Gary. I do not know that we are going on a longer week but if 
we do we certainly ought to put everybody on it. My own thoughts 
are, as I have expressed before, that this country was not built on a 
40-hour week and I doubt seriously that we will be able to defend it 
on a 40-hour week and certainly the boys in Korea are not working 
on a 40-hour week to defend this country. The time has come, it 
seems to me, when some of us at home will have to begin to make sacri- 
fices if we are really going to put up the kind of defense that is neces- 
sary in the emergency that we are now facing. 

Mrs. Ross. Mr. Chairman, I hope your committee will bear in mind 
that we do not expect to have any substantial inventories at the end of 
this fiscal year such as we had at the end of the last fiscal year. 

Mr. Gary. But you did not answer my question a few moments 
ago as to how long it would take before you get the go-ahead signal 
on the appropriations to reach the production that is necessary. 

Mr. Howarp. Mr. Chairman, the first thing we would do if these 
funds were available in April would be to put on overtime to the 
greatest extent possible and start recruiting. We believe that we can 
recruit fairly quickly, we checked on that no longer than this week 
in Philadelphia. We have not checked elsewhere. We understand 
that we could recruit there the type of worker that we want, which is 
an ordinary laborer, we call him, a helper, in our service. 

Mrs. Ross. Manual worker. 

Mr. Howarp. A manual worker. 

I am of the opinion, and in drawing this estimate we spent a lot of 
time trying to think that thing out, we are of the opinion that we 
can go into production immediately and produce 185 million coins 
that we have said we will produce this year with the additional funds 
if we get it around the first part of April. The reason we did not 
ask you for a larger supplemental is that we do not think we can do a 
bigger job than that. We do not have the time. 

Mr. Wuson. I have figures here which I got from your tabulation 
that on February 28, 1951, your total number of coins in three of 
your leading Reserve banks, namely: San Francisco, Philadelphia, 
and Denver, was 85,670,346. Is that correct? 

Mr. Howarp. Which three? 
Mr. Wuson. Philadelphia, Denver, and San Francisco. 
Mr. Howarp. That is our mint, sir. 
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Mr. Wirson. Is that the mint or your total? 

Mr. Howarp. That is our mint. This long sheet is the stocks in 
our mint. This is the compilation in the Reserve banks. 

Mr. Wirson. Now in 1950 in those same mints you had a total of 
419,859,817 ? 

Mr. Howarp. That is right. 

Mrs. Ross. That is right. 


STOCK DEPLETION IN MINTS 


Mr. Witson. This depletion which is considerable is due to an un- 
usual situation which was ascribed to the Korean War, and so forth? 

Mr. Howarp. Yes, sir. 

Mr. Wirson. It is your opinion that the rate of depletion will con- 
tinue as it has during the past year unless we speed up production ? 

Mr. Howarp. I do not want to be facetious, but it cannot continue 
because we do not have the coins. If we had the inventory and if we 
did not increase production I think it would continue. 

Mr. Wiuson. At this rate, in about 2 or 3 months you would be 
completely out? 

Mr. Howarp. Yes, sir; with the inventory of only 85 million. 

Mr. Wirson. At that time we will only be approaching the heavy 
season ¢ 

Mrs. Ross. That is right. 

Mr. Howarp. You see, Mr. Congressman, during the Christmas 
rush we put out a lot of coins, then in January and February we have 
our dull months. Then demand picks up at Eastertime. Our 
Easter trade business brings us our first rush and it gets heavier 
throughout the year until we reach the Christmas period again. So 
we are having our dull period now and we are not producing coins 
at a rate in excess of our deliveries which will permit us to build 
up inventories. 

Mr. Wirson. Have these mints been running on a regular schedule, 
so many hours a week straight through during the past few months, 
or do they run seasonally ? 

Mr. Howarp. Well, when the heavy demand hit us, we threw every- 
thing we had into production, we took people out of other depart- 
ments, we took what money we could spare and put on overtime, and 
we concentrated on production, but we had to end that on December 
31 because of the lack of funds. Now we are back to just a normal 
8-hour 5-day week. 

Mr. Wuson. The normal 8-hour 5-day week is a continuous year- 
round proposition, those people have steady employment ? 

Mr. Howarp. Yes, sir. 

Mr. Wirson. Throughout the whole year? 

Mr. Howarp. I believe I would have to give you some back history 
to explain that. 

Mr. Wirson. My point is simply this: If the mints run 8 hours per 
day straight through the year without any lay-offs at all on the 
40-hour week, can they produce sufficient of coins? 

Mr. Howarp. Not for the present demand. 

For your information, Conetealihins let me explain this. The 
mint had 4,000 employees in 1946, or rather in 1945. We produced 
and delivered to the public that year 2,600,000,000 coins. 
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Mrs. Ross. On a 24-hour daily operating basis. 

Mr. Howarp. Starting in 1946, the demand started down and we 
started letting off employees. It dropped in 1946 to 2,100,000,000. 
It dropped in 1947 to 1,400,000,000. Then in 1948 and 1949, each 
one of those years, it was $1,000,000,000. In 1950 it went to $500,- 
000,000. In the meantime, our force went from 4,000 down to less 
than 1,000; over 75 percent of our people were let off because we had 
no demand. 

Now, as I said, in 1950 we delivered 500,000,000 coins. In the first 
6 months of fiscal year 1951 we delivered 1,050,000,000 coins, or more 
than twice what we delivered the whole previous year. 

Mr. Howarp. The reason I give you that little history when you 
ask me about a steady force, is to point out that our force is anything 
but steady during fluctuations in demand, similar to that where we 
went from a demand of 2,600,000,000 down to a demand of 500,000,000. 

Mr. Witson. Well, it seems as though there is, however, an instan- 
taneous demand for coins, and it seems that that demand has increased 
abnormally. 

Mr. Howarp. Yes, sir. 

Mr. Wuson. That was not foreseen at all? 

Mr. Howarp. No, sir. 

Mr. Wiison. Therefore you are in need of, say, three shifts a day 
if you can recruit the help and running full time. Then you would 
not need overtime? 

Mr. Howarp. That is right. 

Mr. Wirson. How many people would you need in order to keep 
ee running three 8-hour shifts a day, if you could recruit 
them 

Mr. Howarp. It would take two or three thousand but our program 
does not call for anything like three shifts a day. The program that 
we are submitting here only calls for increasing a few hundred em- 
ae and we will be working staggered shifts in various mints. 

or example, our most efficient operation on cents is in Denver. We 
intend to operate two shifts there. It is varied, depending on our 
operation by denominations. 

Mr. Wison. Has the increase in the popularity of the sales tax 
perhaps contributed to the demand for coins? 

Mr. Howarp. Definitely. 

Mrs. Ross. Undoubtedly. 

Mr. Witson. Do you think that is more or less of a permanent in- 
crease rather than one that will fluctuate ? 

Mr. Howarp. It has been with us since 1934 and we continue to have 
fluctuations. 

Mr. Wizson. Of course you will have fluctuations, but my point was 
that the sales tax lias made a permanent, perhaps accelerated increase ¢ 

Mrs. Ross. It certainly has. 

Mr. Howarp. Yes, sir. 

Mr. Witson. As the sales tax becomes more prevalent throughout 
the Nation ? 

Mr. Howarp. I might say that as more States put on sales tax or 
more items are put on, there will be a greater demand. 

Mr. Wiutson. For instance, with the cigarette tax I notice in some 
places the vending machines have cigarette packs with two pennies 
in the package. 














13 


Mr. Howarp. Some places they have 4 pennies. 

Mr. Witson. Or 3 pennies. That is bound to necessitate the use of 
a lot of coins. 

Mr. Howarp. One explanation, Mr. Congressman, I can give you is 
that as that tax changes, it may go up or it may go down. As you 
have cigarettes selling for 16 cents, they put 4 pennies inside for 
change, and you have one situation. If the price were to go up to 17 
cents you have only 3 cents change. If it goes to 19 you have 1 and 
if it goes to 20 you would not have any. 

Mr. Wuson. Of course that could work the other way also. 

Mr. Howarp. Certainly. 

Mr. Wirson. But as more States utilize the sales tax as a method 
of revenue and as the taxes apply to more items it will increase the 
demand for coins? 

Mr. Howarp. Yes, sir. You also have the increase in vending ma- 
chines and parking machines and things of that type. 

Mr. Witson. If you get the supplemental appropriation and can 
make these additional coins by July 1 as you contend that you can, 
after July 1 will you be able, with your regular force, to keep up with 
your anticipated demand ? 

Mr. Howarp. No, sir; we are asking for a supplement for 1952 to 
hire additional people. 

Mr. Witson. Additional people for the purpose of adding addi- 
tional shifts / 

Mr. Howarp. Additional shifts in some departments and in some 
mints, not additional completely throughout the mint service. 

Mrs. Ross. We contemplate that the same conditions that now pre- 
vail governing the demand for coins will continue through 1952 and, 
therefore, we are asking for an amendment to the appropriation re- 
quest that we are offering for 1952. 

Mr. Howarp. If you give us the funds that we ask for 1952, we will 
put on the roll enough people to have an average of 343 additional 
persons on the roll over the base for 1952. That will bring our aver- 
age number of employees up to 1,195. We now have an average of 
852 on the rolls. 

Mr. James. Governor, when you were here with us before I think 
we got the impression that the bottleneck in making pennies was not 
in the department where the pennies are actnally stamped, but it was 
in the preparation of the metal, is that not true? 

Mrs. Ross. Well, I would not say that we have a bottleneck in roll- 
ing, Mr. Congressman ; quite the contrary. 


ROLLING CAPACITY 


Mr. James. I got the distinct impression that your facilities for 
rolling this metal have been vastly increased in one of the mints so 
that you can handle a 40-pound ingot instead of a smaller ingot. 

Mrs. Ross. I believe you have reference to the 400-pound ingot at 
the Denver mint. I think what we told you is that what we required 
was more overtime in the melting operation than we had in the rolling 
operation in order to supply enough ingots. ; 

Mr. James. Well, I certainly got the impression that you were using 
a lot of overtime and it develops now that is the ygason why your 
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money has not been adequate. And in spite of all that the prepara- 
tion of metal for the huge volume of pennies that you are required 
to furnish is behind the stamping processes. In other words, you 
did not have metal coming up fast enough through all your facilities 
as you needed it. 

Mrs. Ross. In that one spot the capacity of the rolling mills ex- 
ceeded that of the ingot production; at Denver, I mean. 

Mr. Howarp. I think I can answer the Congressman by saying that 
we can start with the raw metal and with our facilities could prob- 
ably produce 4,000,000,000 or 5,000,000,000 coins a year by working 
three shifts, 24 hours a day, 6 days a week. 

Mr. James. But I do not think we can consider working three shifts 
because these demands change. You might set up a three-shift pro- 
duction program and then conditions might change vastly and your 
three shifts would be just simply a dead thing. 

Mrs. Ross. We do not retain them when the demand for them 
declines. 

Mr. James. I just cannot quite get past this point of your raising 
or increasing to a high level of production of pennies. If it is just 
a question of bringing personnel in, as you say here from other non- 
coinage functions, to the coinage operations, I take it the coining op- 
erations have nothing to do with the smelting and rolling operations, 
or do they? 

Mr. Howarp. We consider coining operation as starting in the melt- 
ing room, rolling them, blanking them, annealing them, and stamping 
them. 


NONCOINAGE FUNCTIONS 


Mr. James. Let me get a clear idea of what noncoinage functions 
are. 

Mr. Howarp. Refinery for example. Also, the receipt of unfit coins 
from the public. We just stop counting those. We do not pay the 
banks for a short period of time. 

Mr. James. Then you plan to withdraw persons from those 
functions ¢ 

Mr. Howarp. That is right. 

Mr. JAmes. But your mechanical functions are capable, are they, 
without further extension; that is, with the addition of overtime, of 
providing for this high level of production ? 

Mr. Howarp. Yes, sir. We have the equipment. We have produced 
4,000,000,000 coins in a year, and we have better facilities now than we 
did at the time that we did that. 

Mr. James. I think that we must have gotten the wrong impression 
about that the last time you were here. 

Mr. Howarp. Congressman, a couple of things that I would like to 
comment on, going back to that last time. You were also under the 
impression that we use a highly polished strip. 

Mr. James. I was referring to the fact that any commercial rolling 
mill could roll any kind of metal, including the very finest finish. 

Mr. Howarp. We do not need that because our stamping operation 
will take a piece of porous metal and make it shine. 

Mr. James. Exactly. 

Mr. ee eee thing is that comparing our operation with 
outside, you understand that when we place an order with an outside 
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concern they have to be able to isolate that order and put in guards to 
protect the blanks that we buy ? 

Mr. James. Why? é 

Mr. Howarp. Because people would go out and work all the vending 
machines with them. ; 

Mr. James. Will you just go over that again about flat sheets being 
taken out ¢ 

Mr. Howarp. I thought you meant we would buy the blanks. Do 
you want us to buy the flat sheets ? 

Mr. James. Sure. 

Mr. Howarp. If you buy a flat sheet and you ship it to the mint 
there is no way that you can punch a round coin out of a flat sheet and 
get more than 75 percent efficiency, you have a lot of scrap. So you 
are shipping metal back and forth. 

Mr. James. Well, of course, that is true, but how can you get so 
few pennies out of a flat sheet made from some other mill and get more 
out of a flat sheet made in your own mill ? 

Mr. Howarp. We will not get any more but we continue to rework 
the material and we do not have to ship it back and forth. You see, 
we would be shipping scrap metal from the mill to us. When they 
ship the sheet around 30 percent of that would be excess shipping. 


STAMPING DIES 


Mr. JAmes. Your stamping dies are set in the same position no 
matter whose metal you use. The only difference is that you say the 
scrap would have to be shipped to another place while you can work 
it in your own building? 

Mr. Howanrp. Not merely transported back but transported orig- 
inally. When you transport it, 70 percent of it would be good mate- 
rial when we punch it; 30 percent would be excess baggage that you 
would be paying freight on. 

Mr. James. You can ship a lot of metal for several hundred thou- 
sand dollars. Iam glad to know that your metal preparation mechan- 
ical equipment is in such shape that you can handle most any kind 
of situation with merely the addition of employees in some instances 
with overtime. 

Mr. Howarp. That is correct. 

Mr. James. That is one thing I did not get quite clearly. 

On this question of recruiting workers and setting up the produc- 
tion immediately, would all of the money that you are asking for in 
1951 be rightfully chargeable to the operations of 1951, or should some 
portion from that go over and be charged against 1952! 

Mr. Howarp. Sir, the money that we spend this year has to be 
charged to 1951 from the point of view of the appropriated funds, the 
obligation. 

Mr. James. I realize that. 

Mr. Howarp. But from the cost point of view if we carry an inven- 
tory over we deduct that inventory as a cost for this fiscal year. 

Mr. James. I am trying to bring you to the point of saying this: 
That this particular request might be cut to the point where it would 
be only that amount which is necessary to carry through to the time 
when fiscal year 1952 begins. 

79961—51—pt. 3——3 
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Mrs. Ross. That is what we estimate it is, only enough to carry us 
through. 

Mr. James. You think that all of this money is necessary for the 
recruitment of additional employment of people and overtime? 

Mrs. Ross. We do. 

Mr. Howarp. Definitely. We figured that closely. 

Mrs. Ross. $47,300 of it goes to pay for these wage increases. 


TRANSPORTATION COSTS 


Mr. James. I would like to go back to this question of metal. I 
do not think we concluded that. The cost of transporting flat sheets 
to the mint, and I am stressing this point because I do seriously be- 
lieve that the mint should not get further into the heavy operations 
that might entail great sums of money for building, reinforcement 
for heavy machinery and costly machinery. Now on this question of 
scrap, I am still not clear on that. The original transportation cost 
from the rolling mill to the mint, I can see that, and dieing out blanks 
for pennies leaves a certain amount of scrap metal. If you can work 
scrap in your own facilities you would not need to transport it, could 
you not work it in your own mills just as well as you can new metal? 

Mr. Howarp. That is right. 

Mr. James. Would it not be a good thing in order to level off your 
load to have a very considerable portion of your flat metal made out- 
side? 

Mr. Howarp. Mr. Congressman, we have bought blanks outside. 
At the time we bought them it was cheaper to buy the blanks them- 
selves than it was to ship the flat sheets at that time, so we bought 
blanks outside and we found out that we could make those blanks 
cheaper than we could buy them. Now the reason I brought that 
shipping charge up was to more or less show the additional charges 
over that which the mint has, and that was one of the items. The 
sheets would have to be boxed, they would have a boxing charge. You 
would have a lot of charges in getting that sheet from the fabricator 
to us. We think we can do it cheaper, and I might say that at one 
time we were criticized for pursuing that same policy by the various 
committees that reviewed our estimates. 


ADDITIONAL MINT FACILITIES 


Mr. James. Of course those committees did not take into account 
the expenditure of some $300,000, I understand, for a heavy rolling 
mill. They did not take into account the cost of building either addi- 
tional mint facilities with concrete bases deep enough to sustain the 
weight of a machine like that and the overhead costs are not clearly 
defined in your cost of operations. That $300,000 machine, for ex- 
ample, will need a considerable amount of maintenance, and in the 
end, through obsolescence or depreciation, that amount of money will 
have to be written off. 

Mr. Howarp. It is included in our cost when we are figuring our 
costs. 

Mr. James. That is contrary to what I tried to bring out the other 
day. I think Madam Ross said at that time that the committee very 
kindly, I think she put it that way, granted an appropriation for the 
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purchase of this $300,000 machine which when installed cost a great 
deal more than that. There is talk in the case of the Philadelphia 
Mint about some expansion. Some money has been appropriated, I 
understand, to buy the land, and yet it occurs to me that a project of 
that cost running into probably several millions of dollars will not be 
included in the cost of production of coins. I should think that the 
strictly stamping operations could be taken care of by the addition of 
other stamping machines which are not as costly as the rolling 
machines and that the production of that particular mint could be 
pushed up, forgetting about new buildings. I think building is con- 
templated, is it not, in Philadelphia ? 

Mr. Howarp. Yes, sir. It is contemplated to build a mint. 

Mrs. Ross. The mint is generally unsatisfactory for all type of 
operations. It is so badly planned that operating costs are higher 
because of the fact that a streamlined operation is impossible regard- 
less of any one factor, one type of operation. 

Mr. James. Well, I understood that the principal reason for that 
was to expand the mint facilities in Philadelphia for inclusion of 
machinery that had not been contemplated when that mint was built. 

Mrs. Ross. That is true. We would expect to get more modern 
machinery in it. 

Mr. James. But the stamping mills have not changed very much in 
the last 50 years; have they ? 

Mrs. Ross. The output of every machine has been doubled. 

Mr. James. But they do not occupy any more floor space ? 

Mrs. Ross. No. 

Mr. James. And they do not require any greater floor support ? 


v & 
Mrs. Ross. No. 


SALARIES AND Expenses, 1952 


_ 


Mr. Gary. We will now take up the request contained in House 
Document 66 at page 10, salaries and expense for the Bureau of the 
Mint for 1952 in which the original estimate of $3,990,000 has been 
changed to $5,190,000, making an increase of $1,200,000. In this con- 
nection we will insert at this point in the record page 18 of the justi- 
fications and pages 3 and 4 of the Document No. 1. 

(The justification is as follows :) 


Analysis of appropriation base for fiscal year 1952 (revised) 


Peemrure? annrommiation, 200% Att. ce oe en $3, 800, 000 
Supplemental appropriation requested for 1951_--_-__-____----____ 330, 000 
Total appropriation, 1951______ Be nh er et eee ig a 4, 130, 000 
Reductions: Manufacture of coins (domestic) _.--____- -«. —$6, 072 
Additions: 
Excess inventory reduction, 1951 over 1952_____-____ 80, 000 
Revision of pay increases, effective in 1951, to full- 

CB tS ea oie anes ANTE >, SIRS a a a 52, 700 
Adjustment in base (net) ---______ sate ETE. AC OF Ere: Ce 2S 126, 628 
poe EE eee ya ee ee a 4, 256, 628 
Appropriation estimate for 1952__.________ PRA te 5, 190, 000 





933, 372 


Increase or decrease from total appropriation, 1951__________ 1, 060, 000 
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Comparison of appropriation base with appropriation estimate for 1952 






































Appropriation base | Appropriation es- y 

for 1952 timate for 1952 _ | Imerease or decrease 

Activity | 

Average} Average Average 
posi- | Amount posi- Amount posi- Amount 
tions | tions tions 

| 
Manufacture of coins (domestic) __-._-- 420 | $2, 270, 328 748 | $3, 145, 600 328 $875, 272 

Processing deposits and issues of mone-_ | 
tary metals and coins- : 3 179 | 800, 000 179 803, 000 0 3, 000 
Protection of monetary metals and coins. 174 755, 000 174 758, 000 0 3, 000 
Refining gold and silver bullion... _____- 67 316, 300 82 368, 000 15 51, 700 
Executive direction. _...............---- 12 115, 000 12 115, 400 0 400 
ee ee ee 0 — 100, 000 | 0 — 100, 000 0 0 

Pay increase for per-hour employ ees (wage 
boar ERIE SURG SI tr Ce EERE BAIR, Cork 27 oe 0 100, 000 0 100, 000 0 0 
Increase over appropriation base-_._- 52 | 4,256,628 | 1,195 | 5,190,000 343 933, 372 
Adjustment in base (net). .............--- 0} —126, 628 0 0 0 126, 628 
Total, appropriation 1951, and ap- | 
propriation estimate for 1952__-_- 852 4, 130, 000 | 1,195 | 5,190, 000 343 1, 060, 000 
i 








Estimate as submitted and as adjusted, 1952 























peemanet ae mabmitted (100s) —. oo ee a ce EW $3, 990, 000 
eeuenins HOMUENL (fume) oS. oc cs Sen cess eee 1, 200, 000 
5, 190, 000 
By functions 

ann. SiR, | R d 

dette | . stad | ; evised 1952 
Activity |As submitted Adjustments program 
1. Manufacture of coins (domestic) - - - $1, 944, 800 | +$1, 200, 800 $3, 145, 600 
2. Processing deposits and issue 3 of N 1onet! iry metals and coins. 848, 300 | —45, 300 803, 000 
3. Protection of monetary metals and coins. _..............-.- | 783, 500 | —25, 500 | 758, 000 
4. Refining gold and silver bullion -.---- hime 398, 000 —30, 000 | 368, 000 
5. Executive direction ae skeok : ‘ -| A Se a 115, 400 
6. Inventory changes_ (ea Lette | Se a ng Ee —100, 000 
7. Pay increases for w age board e mployees hie hale nai Pi de ae +100, 000 100, , 000 
| 3,990,000 | 1, 200, 000 5, 190, 000 
i 
Coinage, 1952 

Pieces 
Coin production submitted, 1952 estimate____._.__________--______ 675, 000, 000 
COCO CIRO DG WOVANOU, Din in tierce 1, 750, 000, 000 
ES IESE EA A OT OE LIED Oe 675, 000, 000 
Can do with available funds_____________ ssa inicap aiuas Seder oe hase Salat cea 1, 110, 000, 000 
Gan-@o sel wapmemental Gdded.... ne 1, 750, 000, 000 
EE cee ar eee ee Ree a eS ee Ee NY $1, 200, 000 
ES ES ee ee en eeee a eee ee 100, 000 
ER SET OS one de ee ng ey etc Merits TS 1, 100, 000 


Additional $1,100,000=650,000,000 coins 


Mr. Gary. The table on page 18 should be changed by changing the 
language “Supplemental appropriation for 1951” to “Supplement: al 
appropriation requested for 1951.’ 

Will you explain the reason for this increase, Mrs. Ross? 

Mrs. Ross. Mr. Chairman, we contemplate that the conditions that 
now prevail in their bearing on coin demand will continue through 
1952; that we will come out at the end of this current year with very 
small, if any, inventories worth mentioning, and that the production 
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allowed for in the original appropriation request will not provide 
enough coin to meet requirements. If you grant us the $1,200,000 
additional it will enable us to make 650,000,000 additional coins and 
cover the wage increases next year which we have already been 
authorized by the wage board. 

Mr. Gary. How much of the $1,200,000 will be applied to the wage 
increases ¢ 

Mrs. Ross. $100,000. That will enable us to make a total of 1,750,- 
000,000 coins as against this 675,000,000, originally contemplated. 

Mr. Gary. Your wage increase has been determined by the wage 
board ? 

Mrs. Ross. Yes. 

Mr. Gary. And will become effective when? 

Mrs. Ross. On date of approval by the wage board. 

Mr. Gary. And was effective when approved by the wage board? 

Mrs. Ross. Yes; and of course those wages will have to be carried 
on in the next year, and there may be still further wage increases 
that we cannot ask you to provide for because we do not know whether 
they will materialize; or if they do, in what amount. 

Mr. Gary. These wages for the per diem employees are fixed by 
the wage board which is an independent board over which you have 
no control ? 

WAGE SURVEYS 


Mrs. Ross. That is true, except that we are asked by that board 
to make a survey in each mint locality to determine what the pre- 
vailing wage is In that locality paid by industry. We have a com- 
mittee in each mint go out to make that survey. It is composed of 
responsible employees taken from the different divisions in the mint, 
and is done in a very thoroughgoing way. ‘Then we submit the result 
to the wage board, and the wage board holds hearings enabling the 
wage earners to come in and present any facts they want to present 
and also makes discussions possible to both us of the mint and to the 
wage earners. 

Mr. Gary. The board is independent of the mint; it is not chosen 
by the mint? 

Mrs. Ross. Absolutely not. The fixing of wages is outside the 
jurisdiction of the mint. 

Mr. Gary. The method is provided by law, and the law requires 
you to pay the wage scale that is determined by the board? 


WAGE SCALES MANDATORY 


Mrs. Ross. I understand that it is mandatory upon us. My under- 
standing is that the statute made the Secretary of the Treasury 
responsible for the fixing of wages. He has appointed this wage 
board to make an investigation as to what the prevailing rates are 
in the various localities where the mints are. They are governed 
by the prevailing wage in fixing the rates. 

Mr. Gary. Has this increase in wages been announced by the board 
since you made up your estimates for 1952? 

Mrs. Ross. Oh, yes. 

Mr. Gary. Therefore, the increase is not included in those estimates ? 

Mrs. Ross. That is true. 
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Mr. Gary. $100,000 of the $1,200,000 is required to meet the addi- 
tional wages? 

Mrs. Ross. Yes. 

Mr. Gary. A part of that increase of course will be paid to the addi- 
tional employees which you contemplate employing $ 

Mrs. Ross. Yes. We have three steps that relate to pay in every 
operation. For example, in the melting division and the coining 
and stamping and all the various divisions of the mint, the wage 
that relates to that particular section has three steps in it. They 
start at the bottom and come up to the middle and then go to the 
top. So that all the incoming employees would start at the bottom 
of the grade. 

Mr. Gary. How many additional employees do you contemplate 
for 1952? 

Mrs. Ross. The average number? We now have, in the appropria- 
tion base, 852 employees and we contemplate that we will have 1,195 
in 1952 which is an increase of 343. Of course, that is the average. 

Mr. Gary. I believe in the hearing which we held several weeks 
ago, you stated this increase is required because of the increased 
demand for coins? 

Mrs. Ross. Yes, sir. 

Mr. Gary. Thank you. 


Tuurspay, Marcu 8, 1951. 
BUREAU OF INTERNAL REVENUE 
WITNESSES 


GEORGE J. SCHOENEMAN, COMMISSIONER OF INTERNAL REVENUE 

DANIEL A. BOLICH, ASSISTANT COMMISSIONER OF INTERNAL 
REVENUE 

CHARLES OLIPHANT, CHIEF COUNSEL FOR THE BUREAU OF 
INTERNAL REVENUE 

MASON B. LEMING, ASSISTANT CHIEF COUNSEL FOR THE BUREAU 
OF INTERNAL REVENUE 

W. H. WOOLF, CHIEF OF THE INTELLIGENCE UNIT 

EDWARD I. McLARNEY, DEPUTY COMMISSIONER OF THE INCOME 
TAX UNIT 

F. I. EVANS, BUDGET AND FINANCE OFFICER 

J. F. WINKLE, MEMBER, MANAGEMENT STAFF 

GEORGE W. INGLING, HEAD OF THE SPECIAL ASSIGNMENT AND 
ADMINISTRATIVE DIVISION, INTELLIGENCE UNIT 

JOE N. McCOLLUM, ASSISTANT BUDGET AND FINANCE OFFICER 


Mr. Gary. The committee will come to order. 

Mr. Schoeneman, this committee is not an investigating committee 
other than to conduct such investigations as are necessary to determine 
what funds are required to run the departments. There has been 
brought to the attention of the committee, however, a report of the 
Special Senate Committee to Investigate Organized Crime in Inter- 
state Commerce in which the charge is made that the Federal Govern- 
ment is being defrauded of many millions of dollars, perhaps running 
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into hundreds of millions, because of the failure of your Bureau to 
require mobsters engaged in organized criminal activities to file accu- 

‘ate returns for income taxation. 

The report states: 

However, there is doubt as to whether the Bureau of Internal Revenue has 
been making a real effort to check on the income-tax returns of known gamblers 
and racketeers. It is apparent from the testimony before the committee that 
returns are being submitted by gangsters, and racketeers which the Bureau would 
not accept from ordinary citizens. In these returns, a general statement is made 
as to the amount of income during the year, and a general statement of expenses. 
There is not itemization or detail concerning the sources of the income, nor any 
itemization or detail concerning expenses. No books or records are shown to 
the accountant or lawyer who prepares the return and only gross figures are 
submitted to him. These figures are accepted by the person preparing the 
return. “We took our client’s word for it,” says Bernstein, “based on information 
they gave us.” According to him, he knows nothing of his client’s business or the 
source of their income. 

The report further states: 

It is apparent that many, if not all, of the returns submitted for the gamblers 
and gangsters are fraudulent, and that the Government is losing huge sums in 
tax revenue from the illegal ventures run by them. 

Then certain examples are cited. This does of course go to the 
question of the competence and even the integrity of the agents who are 
handling these income tax returns and for that reason the committee 
has requested that you appear this morning and give us some informa- 
tion concerning these charges. I know that you are just as much 
interested in them as we are and we would like to have some statement 
from you with respect to them. 

Mr. ScHorneMAN. Mr. Chairman, we welcome the opportunity to 
be here to answer any questions you desire to submit to us. 

The statement made in the Kefauver report naturally is of great 
concern to us, particularly because of the impact it has on the Ameri- 

“an taxpayer because if we lose the confidence of the American tax- 
payer, our task becomes just that much more difficult. 

You prefaced your remarks by saying this was not an investigative 
committee but you felt an interest in our problem and I think that is 
very natural. If you do not mind I would like to read two letters, one 
of which I addressed to the chairman of the Ways and Means Com- 
mittee, Congressman Doughton, and the other to the chairman of the 
Finance Committee, Senator George. These letters are substantially 
the same. If you do not mind, I would like to read the one I wrote to 
Chairman Doughton. It is similar to the one which went to Senator 
George. 


LETTER TO CONGRESSMAN DOUGHTON 


This was written on March 7, 1951, and reads as follows: 
? ? 


My Drar Mr. CHArRMAN: Under date of February 28, 1951, there was released 
the second interim report of the Special Committee To Investigate Organized 
Crime in Interstate Commerce. 

On page 31 of this report the committee states that there is doubt as to whether 
the Bureau of Internal Revenue has been making a real effort to check on the 
income-tax returns of known gamblers and racketeers. 

In view of the tremendous responsibility vested in your committee in respect 
to revenue legislation, it is believed that the national interest requires that you 
be informed as to the facts of the situation referred to in the above statement. 
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Under date of February 6, 1951, it was my privilege to appear before your 
committee to testify as to the enforcement aspects of the revenue laws. It was 
my purpose at that time, as at all other times, to give you in a brief manner an 
exact report of the situation confronting us. ‘The interest displayed by all 
members of the committee was most encouraging and deeply appreciated. 

Assuming a continual interest on your part, I would appreciate the opportunity, 
in company with other officials of the service who have responsibilities in con- 
nection with our tax fraud investigative work, to appear personally before either 
the full committee or any designated subcommittee to tell you precisely what the 
Bureau has done, and is doing, to investtgate the income-tax returns of gamblers, 
racketeers, and other members of the criminal class. I am sure that a presenta- 
tion of our record in this respect will convince your committee that not only has 
a real effort been made, but impressive results have already been obtained, in 
this area of our work. 

Much of the information which would, of necessity, have to be disclosed 
during such an appearance, is of a highly confidential nature. Accordingly, 
and in harmony with the restriction set out in section 55 (d) (1) (a) of the 
Internal Revenue Code relating to the furnishing of your committee of data 
shown on tax returns, the appearance would have to be made while the com- 
mittee is sitting in executive session. 

A letter substantially similar to this is also being addressed to Hon. Walter 
F. George, chairman of the Committee on Finance of the Senate. 


Before the Ways and Means Committee and the Senate Finance 
Committee we can discuss the details of tax returns which I believe 
is extremely important to indicate that our effort has been a real one. 
We have a great deal of information of a general nature, however, 
that does not go into the details of tax returns which I believe would 
be of interest to your committee. 

As to our accomplishments in this particular area, as to what prog- 
ress we are making, and what our plans are for the immediate future 
to further implement our efforts, if it is agreeable to you I would like 
to have the Assistant Commissioner, Mr. Bolich, give you an idea 
of some of those plans and some of those accomplishments. 

Mr. Gary. We will be glad to hear from Mr. Bolich. 

Mr. Bouicu. Mr. Chairman, in connection with the excerpt which 
you read from the Kefauver report, I would like to point out a par- 
ticular play of words there. The excerpt stated: 

It is apparent from the testimony before the committee that returns are being 

submitted by gangsters and racketeers which the Bureau would not accept 
from ordinary citizens. 
The play of words we are concerned with is that there is a great 
difference between a return being “submitted” and a return being 
“accepted” in the sense implied in the Kefauver report. Under our 
national policy whereby the taxpayers voluntarily make their dec- 
larations and assess themselves, we have to take the return from them 
when they “submit” it to the collector’s office either by mail or by 
handing it to us over the counter, but that does not mean that we 
“accept” it in the sense that we are satisfied as to its adequacy or 
correctness. The question of whether or not to “accept” it is some- 
thing for subsequent investigation to reveal. Tax returns, as we 
have indicated to the committee on previous occasions, are subject 
to scrutiny. They are screened and, under our audit program, certain 
of them will be accepted for audit. In this particular area of our en- 
forcement problem we are concerned with a step beyond what we 
call audit, and that is the investigating step. 
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Mr. Gary. Do you turn down any returns when they are voluntarily 
presented to you‘ 

Mr. Bottcu. No, sir. The return is filed with the collector and 
sometimes it is mailed in. It has a payment and we have to take it. 
We may not be satisfied with it at the moment we look at it at the 
collector’s level and we may mark it for audit. 

Mr. Gary. But you do file it ? 

Mr. ScHoENEMAN. We do not reject it. 

Mr. Bortcu. So the fact that we do not hand it back to the tax- 
payer is not a circumstance that should attach any particular odium 
to us. In other words, we have to take return because it is being 
filed. What we do afterward is what we are concerned with. 

Mr. Gary. The fact that you take it does not prevent you from 
making subsequent investigations ? 


INTELLIGENCE UNIT SPECIAL GROUP 


Mr. Bouicu. That is right. 

Now with that in mind I want to indicate what the Bureau has done 
and is doing in this area we are discussing and what we propose to 
do after we can get a better look at this problem. Going back some 
3 years ago, instructions were issued to the various special agents in 
charge in our Intelligence Unit to organize a so-called racketeer group 
in each division. Asa result of that, going back to 1947, the racketeer 
element had been subjected to a rather intensive approach. We have 
had 1338 special agents doing nothing else but racketeer work. With 
them have been some 200 revenue agents and some 100 deputy col- 
lectors, all together a personnel of well over 400. That has been 
going on for over 3 years. Of course, that is not our entire fraud 
force. These are only the men who are working exclusively on 
racketeer cases. 

Now as of the calendar year ending December 31, 1950, we pro- 
cessed 314 racketeer cases and recommended for assessment in those 
314 cases, $24,000,000. In that 314 cases were 132 that were recom- 
mended for consideration by the Department of Justice for prosecu- 
tion and that is what we call our permanent criminal reference pro- 
cedure. As of the 1st of March 1951, we have 485 cases where inten- 
Sive investigations are either in progress or, in many instances, already 
completed with criminal prosecution mica or indictments 
already obtained. That is in addition to the 314 that we completed 
in the year 1950, 485 pending at different stages of this procedure of 
ours. In those 485 cases we estimate, and this is pretty close, that 
there is $57,000,000 in taxes and penalties involved. Now there is 
roughly an end result or product of our intensive effort and program 
that was launched 3 years ago. There is about $75,000,000 in taxes 
and penalties involved. : 

This is not new to the Bureau of Internal Revenue. We have been 
doing this since 1930. In fact, many of these hoodlums and racketeers 
have been put into jail only by the Bureau. Some of them face jail 
for the second time. They were in jail once and now we have devel- 
oped fraud cases, and may develop criminal reference cases, against, 
them again which will make it their second trip. Pe 
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AL CAPONE CASE 


Mr. Gary. Al Capone was sent to the penitentiary by the Internal 
Revenue Department ? 

Mr. Boutcu. That is right. I am glad that you mention that case 
because I think it is interesting for the committee to know that A] 
Capone never filed an income-tax return and lived lavishly and oper- 
ated openly. In those days the criminal element was not aware of 
what a terrific trap the Internal Revenue Code would turn out to be. 
Actually we caught fellows by surprise. They had taken no precau- 
tions and no steps to defend themselves against such an effort. They 
were wide open. Nevertheless, it took us over 3 years to round up 
the Capone gang, so-called, and we used over 200 special agents and 
revenue agents. That is a terrific personnel cost and a terrific budget 
cost. 

I point out that they were taken pretty much by surprise as being 
the opposite of the picture that we have today. These fellows all go 
to some effort tocomply. We havea certain group that, of course, have 
books and records. They have accountants prepare the returns, 
and the books reflect many millions of dollars. We have one in 
particular—I think it is mentioned in the Kefauver report—where 
gross income of some $22,000,000 is reported. Our job 1s to go out 
and prove that those books are wrong. We have to go behind those 
books. In fact, we have to ignore them and make net worth cases 
against the individuals. And that means we have to go out and find 
out how much property they own and their expenses of living. It is 
the expenditure and net worth method, as we call it. It is definitely 
a long, tiresome, heartbreaking process to dig them out, but we do it 
and are doing it. 


LIMITED INFORMATION ON TAX RETURNS 


Now then, you have the other one who gives you a limited amount 
of information, the taxpayer who states income from various sources 
and has no books and records. Of course, we have the same job to do 
on him. We are doing it and have been doing it for years. This just 
did not start 8 years ago with the Bureau’s effort in this area. We go 
back to 1930, which is almost 20 continual years of work in the so-called 
racketeer group. 

Now the present plan of the Bureau to meet this apparent challenge 
is not to change our basic method of approach to this problem. There 
is only one way of accomplishing this, and that is by hard, intensive 
investigative effort which means that we may have to use 15 or 20 
agents on one particular taxpayer. We may have to make 15 or 20 or 
more collateral investigations to be able to unearth and dig out the 
facts that we want and find out where he invested his money or where 
he may have it secreted. We have segregated what we think may be 
the important ones in this group, altogether some 700 cases, that are 
in process of investigation or have been investigated. They are the 
ones that really stand out, and the ones that we can identify quickly 
and easily. 

Now maybe there are some that we have not as vet come across. 
Mavbe we have not yet had the time to get that far out. That isa 
problem of increasing our area of work. That brings up a person- 
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nel problem. So our planning over at the Bureau is first to be able 
to measure our full potential workload in this area. In order to 
do this, instructions have gone out to the collectors and to the revenue 
agents in charge telling them to pull all returns that are filed for the 
year 1950 that have these characteristics, that is, returns filed by 
known members of the racketeering and criminal element and any 
returns containing general references to income or expenditures, such 
as “various” or “miscellaneous.” These types of returns are pulled 
as a part of our regular classification procedures, anyhow, but this time 
we want them set aside and specially studied. The same instructions 
have gone to the revenue agents in charge. These dual instructions 
are necessary because, as you know, there are two different levels of 
jurisdiction. The collector has the smaller returns and the revenue 
agent in charge has the larger returns. 

We have a master list of racketeers and I would estimate that the 
great majority of the names on that master list were supplied by the 
Treasury Department to the Attorney General about a year ago. 
The Attorney General’s request came and the Department furnished 
to him the names of all known characters of this type known to the 
Treasury. Revenue, of course, has a list; our Alcohol Tax Group 
has a list; and the Narcotics, Secret Service, and the rest of them have 
lists. We intend to us this master list as a base of the returns that 
we should be concerned with. As to the names that have been men- 
tioned in the Kefauver report, most of them are already receiving 
attention. We pulled several thousand returns at the request of the 
Kefauver committee and, of course, when they struck an individual 
that they were interested in, they asked for returns for 10 years back, 
if they were available. In other words, if you have 400 requests you 
could have 4,000 returns. Incidentally, that has been an important 
part of our work during the jast year, to cooperate with the Kefauver 
committee. 

Once we have this whole picture we will be able to decide just how 
much additional personnel we should add to our present force and 
that would give us an idea as to what our budget cost is going to be 
for this program. Now our plan, at present, is this: We feel that we 
should take any additional personnel that we may need for this pro- 
gram from our existing force of trained revenue agents and deputy 
collectors. So we will not be concerned with what additional funds 
we may need for this program but for some of our other programs that 
are bound to suffer because we are concentrating in this particular 
area. The organization of tie program will be at the field level. 
There will be a coordinated approach to it. The collectors’ oflices, 
the revenue agents, the ATU investigators, and the special agents 
will all participate. They will be coordinated at the field head- 
quarters level and at the Bureau level by representative groups from 
all of those services who will work with the Commissioner's staff so 
that we will be able to make reports to the Commissioner and the 
Commissioner will be able to make reports to the different committees 
of Congress as to just exactly what we are doing in this special area. 
In other words, our dilemma arises partly because we have not been 
talking about what we are doing in this racketeer field. In fact, as 
the Commissioner has pointed out, the law does not allow us to talk 
about what we are doing. 
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That is briefly, and rather sketchily, the picture of the Bureau’s 
program so far as this problem of enforcement is concerned. 


ADDITIONAL LEGISLATION 


Mr. Gary. Do you feel that you need any more laws to require these 
a to keep adequate records? 

Mr. ScHorneMan. We are giving thought to that, Mr. Chairman. 
The Office of the Chief Counsel has been asked to give consideration 
to what we lack in the way of legislation that would make it less 
difficult for us to get this type of taxpayer. Mr. Oliphant, the chief 
counsel, is here, and maybe he might have something to say along that 
line. 

Mr. OureHant. Iwould like to say this, Mr. Chairman. There are 
undoubtedly legislative steps that can be taken. But the basic prob- 
lem is one of operation. The way the law now stands we are em- 
powered to investigate anybody. Under the law we can prosecute a 
person criminally for failure to keep a record, say, which we may 
prescribe, but the main problem we have is the one that Mr. Bolich 
has referred to, and that is the difficult job of going behind, for in- 
stance, whatever books and records the taxpayer may have. As Mr. 
Bolish has pointed out we never stop on his books and records, our 
investigative work is behind those books and records. 

I would say generally though that there are some aids that we hope 
to be able to work out and to present to the Congress in the form of 
legislation in this field. 


THE CALIFORNIA CASE 


Mr. Gary. The Kefauver committee refers particularly to a scandal 
and I quote: 


The scandal in the Bureau of Internal Revenue in the California area may 
partially explain why even ordinary care was not used in scrutinizing the tax 
returns of gamblers and gangsters. Certain top officials of the Internal Revenue 

sureau in that area conceived the brilliant scheme of selling stock which they 

owned in a company that they controlled to persons who were likely to have 
trouble with their income taxes. The stock was worthless, but its purchase 
tended to assure immunity from a too careful scrutiny of income-tax returns. 
One wonders also whether there was any relationship between the kind of re- 
turns that Harry Sackman filed for his gangster clients and the fact that he 
took a member of the Intelligence Unit of the Bureau of Internal Revenue into 
full partnership with him. 


Mr. SchorneMAN. Mr. Bolich, did you wish to talk on that? 

Mr. Bouicu. I think Mr. Leming covered that California problem. 
Mr. ScnorneMan. Mr. Leming is Assistant Chief Counsel. 

Mr. Boricu. What page is that on? 

Mr. Gary. Page 33 at about the middle of the page. 

Mr. Boricu (reading) : 

One wonders also whether there was any relationship between the kind of 


returns that Harry Sackman filed for his gangster clients and the fact that 
he took a member of the Intelligence Unit of the Bureau of Internal Revenue into 


full partnership with him. 

There again you have a play of words. Anybody reading that 
would think that some member of the Intelligence Unit was actuall 
a partner of Harry Sackman’s. They do not give the picture as it 
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really was. That special agent had retired from the Intelligence Unit 
after a good many years of service. They should have at least said “a 
former member of the service.” 

Mr. Gary. How long has he been out of the service? 

Mr. Boricu. Since August 31, 1950. He retired and worked with 
this accountant and worked there less than 2 months, and then he 
made other connections. 

Mr. Gary. You mean he only served with Sackman for 2 months. 

Mr. Boricu. That is right less than 2 months. 

Mr. Gary. He left the Bureau ? 

Mr. Bortcn. He reached his retirement age and decided to retire 
and he went to work for this fellow after his retirement on August 
31, 1950 and remained with him until October 21, 1950. 

Mr. Gary. For Sackman? 

Mr. Boricn. Yes. 

Mr. Gary. And only worked there 2 months and then left Sackman ? 

Mr. Boricu. That is right. 

Mr. Gary. Did he not refuse to testify before the committee ? 

Mr. Boticn. I do not know about that. You mean the one that was 
given publicity ? 

Mr. Gary. Yes. 

Mr. Bortcn. That fellow testified finally. That was a situation 
which Mr. Leming can explain to you. I just wanted to comment on 
that part of the Kefauver report which states that “he took a member 
of the Intelligence Unit of the Bureau of Internal Revenue into full 
partnership with him,” and say that he was a special agent who had 
reached his retirement age and had retired and was no longer a member 
of the Intelligence Unit. That makes a little difference. 

Mr. Lemrne. Following the chairman’s inquiry there as to whether 
he refused to testify, if you refer to the ex-agent, I would like to check 
with Mr. Woolf here. 

Mr. ScHornrMan. He was left in the other room, I believe. 

Mr. Boricu. I understood that you had reference to the one who 
was given recent newspaper publicity ? 

Mr. Gary. Yes. 

Mr. Lemrne. I think it is important to get this clear for the chair- 
man, that this agent who went with Sackman, it is my recollection that 
that gentleman did testify before the committee at Los Angeles and 
he knew of nothing wrong in the Bureau of Internal Revenue. I 
wanted to check with Harry Woolf as to the name of that gentleman. 
You may remember that. 

Mr. Bottcu. Donald O. Bircher? 

Mr. Leminec. “Don Bircher.” He did testify and he knew of noth- 
ing wrong, so he told the committee. The subject of that is a matter of 
record in testimony, I am quite sure, so that you can check that in 
lieu of depending on our memories. Bircher testified in response to 
questions that he knew nothing wrong in the service. 

Mr. Woorr. That is right. 

Mr. Lemine. As to Sackman, they had him before a grand jury 
I believe in Los Angeles. Now if I can orient myself to the question, 
Mr. Chairman, you wanted me to answer about the reference in the 
Kefauver report to the scandal in California and with particular ref- 
erence to the sale of mining stock, well, the characters involved in that 
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allegedly, and by the general notoriety in the press, was a man by the 
name of Patrick Mooney, for many years in the office of the collector’s 
office in Reno, Nev. He is now about 81 years of age and retired quite 
some time ago from the Internal Revenue service. Another character 
allegedly connected with the Mountain City Consolidated Copper Co. 
was a fellow by the name of Hartmann, H-a-r-t-m-a-n-n, who was said 
to be an ex-convict and a man who made his living in dubious ways, 
said to have been a salesman for stock of that particular corporation, 
also a deputy collector in San Francisco, Schino. 

Now a report has been completed on the Mountain City problem, 
a number of agents were assigned to make an intensive investigation 
to see whether or not the sale of that stock had been used in any wise 
vo fix a tax case. The only case that might be said to be involved in 
it at all is that of a woman by the name of Jenkins who has already 
been indicted for tax evasion and is now the subject of an investiga- 
tion at the present time by the grand jury, Federal grand jury, at 
San Francisco, which will cover her relations with Schino, with Hart- 
mann, with Mooney, and anybody else that had anything to do with 
that Mountain City Copper Co. That is a current investigation. 

I suppose it is appropriate here to say in substance some of the con- 
clusions which were reached in our reports of our agents. One was, 
as I recall, that the mining proposition itself could not be termed a 
phony. It was a mining claim adjacent to another producing claim 
and they did borrow the name, in part, of the other claim, but there 
has been quite a little money spent in trying to develop the claim of 
this particular company. ‘The stock was sold at 5 or 10 cents a share. 
I might digress here just a little bit to call attention to the testimony 
taken on the 1st and 2d of March in San Francisco before the Kefauver 
committee when old man Mooney and his son both appeared there. 
Old man Mooney denied of course that anything had been wrong 
about the way that copper mine had been handled. His son said 
that that had been a problem all his life as far as his dad is concerned ; 
that for 50 years his dad had been looking for the glory hole, he be- 
lieved in it, and he thought that this was a glory hole. He persuaded 
his friends to buy the stock. 

Mr. Gary. Was Mooney a collector? 

Mr. Lemrnc. He was the chief field deputy collector. 

Mr. ScoorneMan. Several years ago. 

Mr. Lemine. He retired several years ago. 

Mr. Gary. Was he selling the stock while he was connected with the 
Bureau ? 

Mr. Lemine. That is right. He sold some of it to two employees in 
the Reno office who informed us that they had purchased stock in it, 
fellow employees with Mooney in the collector’s office. 

Mr. Gary. This says in the California area. Does that cover Reno? 
Is that where the whole thing actually occurred ? 

Mr. Lemrne. The whole mining scheme, the claim and its develop- 
ment, were all in Reno, Nev. I don’t recall how far out it is from the 
city of Reno, but the operations of these men, Hartmann, for instance, 
he would try to sell the stock anywhere he could. What gives the 
grand jury at San Francisco jurisdiction to inquire into this is on the 
theory that an overt act was committed in the San Francisco district 
which would permit them to take jurisdiction of Mooney and all other 
persons who might be involved in a conspiracy. 
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Mr. Boricu. Hartmann was not in the revenue service. He was just 
a stock salesman. 

Mr. Leminc. That is right. ' 

Mr. Gary. But the Kefauver committee refers to a scandal in the 
California area. Was there anyone in the California office of the 
Bureau of Internal Revenue involved in this particular case ¢ 


MOONEY TESTIMONY 


Mr. Lemoine. The only man that I recall was this man Schino in the 
San Francisco office of the collector of internal revenue. Mooney 
testified that he had caused 5,000 shares of this stock to be given to 
Schino and someone else testified that that stock was to be put in the 
name of Schino’s sister. Well, following from that, investigators went 
to Schino’s sister and they found her to be a blind woman who never 
heard of any of this. They examined Schino about it exhaustively and 
he denies that he ever got 5,000 shares of stock in that company or 
that he had it. According to the press, I believe, in the account of the 
2 days of testimony in San Francisco, March 1 and 2, when Schino 
testified again he called his one-time friend a liar about his participa- 
tion in the ownership of that stock. All that is a matter in the record 
of testimony there, I assume, so I am not trying to quote the testimony 
with precision, because everything I say here about that testimony is 
subject to checking with that record, because I have not seen the 
records of the testimony. This is from what our men told us and 
what has been in the press. So you do have a question of fact there. 

Getting back to Schino again, it is just a matter of time getting 
around to Schino. The men have already recommended his dismissal 
from the service. They have done it because of his lying about another 
matter, aside from the receipt of this stock. They had to give Mr. 
Schino, under the usual procedures, time to answer this charge and 
that is one thing that has delayed final action on it. 

Mr. ScuornemMan. Mr. Chairman, I might say with particular ref- 
erence to the Schino case that the file reached my desk this morning, 
and it is this thick. [ Indicating. | 

Mr. Boticu. Two hundred and seventy pages. 


REPORT ON SCHINO CASE 


Mr. ScHorNEMAN. Two hundred and seventy pages recommending 
his removal. I have not had a chance to read that report. It got to 
my desk this morning, but I feel I know enough about its substance 
to say that I am going to approve his separation. But he is a veteran 
and will have a right to appeal. And I am rather positive from his 
attitude in the past that he will appeal. It is that kind of case where 
we have taken a little time to build up our record in order that it may 
stand up when this man appeals. He has a right to appeal, being a 
veteran. It is going to be a job to read the report but from what I 
know of its substance, I feel that after reading it, I will approve it. 

Mr. Gary. Is this investigation and report that has been referred 
to an investigation that was instigated by you? 

Mr. Lenina. It was a long time before the Kefauver committee 
got into it. 
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GERTRUDE JENKINS CASE 


Mr. Oureuant. May I clear up one point that I am sure the com- 
mittee is familiar with, but I want to have it clear on the record ? 

The charge that you read, Mr. Chairman, is that there was influence 
in income-tax cases. The case that we have been discussing here, for 
instance, is the Gertrude Jenkins case. This man Schino is a deputy 
collector. He would have nothing to do with the processing of a crim- 
inal tax case like the Gertrude Jenkins case. That case was in fact 
handled by special agents of the Intelligence Unit and then by the 
lawyers. My whole point is that the report is unfair because the 
deputy collector could have no influence in an income-tax case such as 
this and it proves itself by, as we. have pointed out, the fact that 
Gertrude Jenkins is under indictment for income-tax evasion. 

Mr. Gary. In the investigation made by your agents, did they find 
any evidence whatever that any tax cases had been influenced because 
of the sale of the stock of any company or the purchase of the stock of 
any company ? 

Mr. Bortcu. Mr. Woolf? 

Mr. Woo.tr. They referred to this report of Schino being 270 pages. 
This is the explanation why the report is so long. ‘The agents spent 
a number of months and investigated a number of persons to deter- 
mine just that point and they found no evidence to show that Schino 
or anybody else in the internal-revenue service was involved in any 
way in corruption in the sale of stock. 

Mr. ScuorneMaN. I think in a spirit of fairness, however, that 
even if the man could not have any influence over these cases, we do 
not know whether he pretended to have influence over these eases or 
not. That could happen. I do not say that happened in this case, 
but it could happen. 

Mr. Bouicu. That was not even developed? 

Mr. Wootr. That was not developed. 

As to this fellow Hartmann, Hartmann was not in the internal- 
revenue service. He was a salesman on the outside selling the stock. 
As to what representations he made as to the sale of stock, of course 
the Bureau is not responsible. 

Mr. Gary. You started your investigation into that matter before 
the Kefauver report; is that correct ? 

Mr. Wootr. That is correct. 

Mr. Gary. What caused you to start an investigation ? 

Mr. Wootr. The man Schino or the Mountain City Consolidated ? 
We started investigating Schino some time back but not in connec- 
tion with this particular charge. 

Mr. Gary. Why? 

Mr. Wooxr. We started the investigation of Schino a number of 
months back in connection with certain irregularities and his connec- 
tion with certain persons in that area. At that time during that in- 
vestigation some information was obtained or some charges were made, 
to the effect that Schino had used his influence in this Jenkins case 
referred to by Mr. Oliphant and we had made some inquiry about that 
during the investigation of Schino’s case but developed no evidence 
along that line, nor did the second investigation or the continuance 
of the investigation show anything. 
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Mr. Lemtine. May I say at this point that the real damage to Schino 
was in the fact that when he appeared before the Kefauver committee 
he lied about where he stayed one night. 

Mr. Wootr. That is right. 

Mr. Lemine. That was the first tangible thing they had about 
Schino was when ke lied about not having stayed at a hotel in Holly- 
wood one night. That was one thing that started Schino off. Then 
there was the further fact, and I do not recall too much about that, 
that he denies he got the stock from Pat Mooney. 

Mr. Frernanpez. In what respect was his staying at the hotel ma- 
terial ? 

Mr. Lemina. There was an alleged gambler involved. Anyway, 
they were tracing before the committee Schino’s acquaintances and 
where he had been traveling around. He seemed to be a gentleman 
who got around a great deal and with all kinds of people, so they 
had asked him about his associations with this particular gambler 
whose name I do not recall and traced him that way without develop- 
ing anything of consequence until they got to the fact where they 
asked him if he had not stayed all night at a certain hotel with this 
certain gambler, and he denied it. Then they got hotel records and 
other evidence to show that he was lying. 

Mr. Gary. May I ask this question: This situation which the 
Kefauver committee describes as “the scandal in the Bureau of In- 
ternal Revenue in the California area,” was that a scandal which the 
Kefauver committee disclosed, or was it a scandal which had previ- 
ously been aired in the area and to which the Kefauver committee was 
merely making a reference? 

Mr. ScHornemANn. Mr. Chairman, I might say that it had never 
been aired because it’s the kind of case that we cannot discuss in 
public. We never gave any publicity to the fact that we were making 
an investigation of Schino and could not. I think it was the purpose 
of the Kefauver committee to put the spotlight on Schino, which was 
something we could not do. 

Mr. Gary. Did you start the investigation or did a grand jury start 
it? Some reference has been made to a grand jury here. 

Mr. Lemine. That is in process right: now. 

Mr. Gary. That is following the Kefauver committee’s disclosures ? 

Mr. Oxreuant. No, sir. The first reference publicly out there to 
Schino was by the so-called California Crime Commission. 

Mr. Gary. Was that before you had started your investigation or 
after? 

Mr. Oureuantr. We were making the investigation before that time. 
Now just to clear the pattern, our investigation was made and then a 
recommendation is made to the Department of Justice, and that is 
followed by action by a grand jury, and that is exactly the pattern 
here. As Mr. Leming says, the Mooney matter is now before a grand 
jury in the northern district of California followi ing the recommenda- 
tions of our agents on their examination. 

Mr. Gary. Why did you instigate that investigation ? 
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INTELLIGENCE UNIT INVESTIGATION IN CALIFORNIA 


Mr. Wootr. I think I can probably explain that. The Intelligence 
Unit of the Bureau of Internal Revenue, was making an investigation 
of four employees in the California area, one was Williams, Malloy, 
Schino, and another one. No; it was just those three. We were mak- 
ing an investigation of those men, and in addition to that the Mountain 
City Consolidated Copper Co. had been drawn into the picture as a 
result of investigating these three employees. We were investigating 
these three employees. 

Mr. Gary. Why? 

Mr. Woortr. We had charges against Malloy entirely not involved 
with the Mountain City Copper Co., but we had charges against Mal- 
loy to the effect that he had been associating with undesirable persons, 
and the same thing applied to Schino, but we had not been making 
an investigation of Williams. We had just those two investigations 
on those two employees, Malloy and Schino. 

Mr. Gary. Who made those charges? 

Mr. Wootr. In connection with our investigation I think probably 
the information may have come to the attention of the collector and 
he asked Mr. Read, who was then special agent in charge, and he 
asked Mr. Read in accordance with the regular procedure to make 
those investigations. 

Mr. Gary. Do you know when those investigations started? 

Mr. Woo.tr. The Malloy and Mountain City cases started in 1947 
and the latter case eventually involved Schino. 

Mr. ScHorENEMAN Those cases were in Washington at one time and 
sent back to the special agent in charge in California for reinvestiga- 
tion. 

Mr. Lemine. Mr. Chairman, may I say this? 

Mr. Gary. Surely. 

Mr. Lemine. All these questions you are asking and all of the ex- 
planations you are asking for, if I am not mistaken, are in detail in 
the hearings records of the Kefauver committee, so I only have this 
thought, that absent that record, absent our file, I doubt if anybody 
could state with precision what the questions were and what the an- 
swers were. I say that because nobody wants to get you mixed up or 
crossed up. 

Mr. Gary. We want to give you every opportunity to correct the 
record. 

Mr. Lemna. Yes. I believe that the records will show these an- 
swers and questions completely. 

Mr. Gary. We are not trying to mix anybody wp or cross anybody 
up, all we want to do is get the facts. 

Mr. Lemine. In that connection Mr. Woolf mentioned the fact that 
the collector made a report to Mr. Read, who was then special agent 
in charge of San Francisco. Now the collector, mind you, was the 
collector, I think, at San Francisco, not the collector at Reno, Nev. 

Mr. Wootr. No. 

Mr. Lemina. I think the record will show that Mr. Read transmitted 
the information he had down to the collector at Reno and I am sure 
the record will show this, that upon the report or response made by 
the collector down at Reno, there was a period of inactivity because 
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jobs for, and pursue this. From time to time other matters came up 
which did cause the thing to be reopened and reinvestigated. It 
had not been brought to a conclusion when the Kefauver committee, 
following up the California Crime Committee’s report, got into the 
matter. 


CALIFORNIA CRIME COMMISSION INVESTIGATION 


Mr. Gary. Now when did the California Crime Commission get 
into it? 
i Mr. Lemrne. Their report was issued November 15, 1950, but they 
had issued an interim report earlier than that. I do not recall the 
date of that interim report, but that is also a matter of record. 

Mr. Gary. How did they happen to get into it? 

Mr. Lemrne. Well, Mr. Chairman, every member of that commis- 





sion who would testify and everybody who knew anything about how 
they got into it testified before a grand jury in Los Angeles. How 
the crime committee got into it, how the California Crime Committee 
| got into it, the report was devoted, I should say, Yee well over 
. half of it, to the attorney general’s activities in California, Mr. Howser, 


| attorney general for the State of California. Probably a third of 
i that report was then devoted to matters concerning the Federal reve- 
. nue administration, 

Going back of that, this man Hartmann had been prosecuted by the 
Securities and Exchange Commission for unlawful sale of some stock. 
. I would have to check the record to see whether that is Mountain City 
stock or what it was, but Hartmann was running true to form, and the 
California Crime Commission report, if we had it available here, we 
could trace exactly what it was. So the genesis of the whole thing 
is pretty fully shown in that California crime report, where they got 
the information. We have reason to believe that some of that infor- 
mation was gotten by collaboration between members of the California 
Crime Commission or its counsel with one of our then men in the 
service, Mr. Burkett, who later got out of the service and was one of 
the principal witnesses before the Kefauver committee. 

Mr. OuieHant. I think the answer to your question, Mr. Chair- 
man, rather than for us to comment on the California Crime Commis- 
sion report, that report will show where it started. 

Mr. Lemrine, It is very much in detail there. 

Mr. OureHant. Yes. 

Mr. Gary. But that report was published before the Kefauver com- 
mittee started its investigation; is that correct? 

Mr. Lemine. Yes. 

Mr. OureHant. Their final report was not; their first was. 

Mr. Boricu. It was released just at the time the Kefauver commit- 
tee started. 

Mr. Gary. So that the Kefauver committee had that report before 
it when it started its investigation in California ? 

Mr. Boutcn. That is right. 

Mr. Gary. Now there is a grand jury investigation in progress. 
Was that grand jury investigation instigated by your Bureau or was 
it instigated by the Kefauver committee report ? 

Mr. Outen. They started with the investigation by the intelli- 
gence unit of these people. ‘That investigation spread over a period 
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of years. As the Commissioner said, we had part of it at one time, 
and we sent it out to get additional information. But the action by 
the Federal grand jury is the product of the Bureau of Internal 
Revenue and its recommendations to the Department of Justice and 
from the Department of Justice to the United States attorney in 
California. 

Mr. Scuorneman. I might say, Mr. Chairman, that while these 
men operating this copper-mining company were probably doing 
something, as Mr. Bolich pointed out and Mr. Leming points out, 
when they started it was probably a sincere effort; but if they were 
selling stock that they knew was going to be worthless I do not think 
anybody would characterize the people who were running that min- 
ing operation as the kind of people we have been talking about this 
morning, racketeers and hoodlums. I think it was a man 80 years old 
who had an idea he could make some fast money, but I do not think 
he could be put into a list of hoodlums or racketeers. I am not trying 
to say he did not do a reprehensible thing, but he is not what we char- 
acterize as a gangster or racketeer or hoodlum. It is pretty hard to 
say that there is any difference between criminals because I think the 
doctor that cheats the Government is just as much a racketeer as the 
criminal who cheats the Government, but he is not the type that we 
are discussing here. 

Mr. Gary. Well, when you come to the sale of stock, there are a 
lot of companies that are not successful. A lot of corporations are 
organized, and people invest their money in them, and they later 
turn out to be poor investments. 

Mr. ScHorneMANn. They may have larceny in their souls, but they 
may be church-going people that have the respect of their neighbors. 

Mr. Gary. Mining stock is frequently highly speculative. That is 
also true of oil stocks; a lot of oil stocks are highly speculative, be- 
cause they are sold to obtain money to drill for oil. If you strike oil, 
it’s fine. If you do not strike oil, your money is lost. The question 
in those cases is whether or not there was a criminal intent in selling 
the stock, whether the man was actually selling a gold brick, or wheth- 
er he was selling something that was recognized as speculative. 

Mr. ScHornemAn. That is right. The point I was trying to make 
was that the association of one or two of our employees with Mooney, 
who was an old man who probably did not know what he was doing, 
was not an association like you would have with Mickey Cohen. 

Mr. Gary. I have settled a lot of estates, and I have a lockbox in 
my safe with six-shooter oil stock and other worthless stocks. They 
do not belong to me, but some of my clients had invested in them from 
time to time, and when they died the stocks were found among their 
investments. They are absolutely worthless. There is nothing you 
can do with them. You will find that situation in a great many es- 
tates. There are some people who delight in buying speculative stocks 
because when they do come through they pay high prices. 

Mr. Ourenant. Adjacent to the claim of the Mountain City Con- 
solidated Copper Co. is the work and production of the Mountain City 
Copper Co., and that is a highly remunerative mining venture. So 
that this particular claim was one which these folks thought, as part 
of the Nevada thinking where you deal in mining claims as some 
people bet on the races, they thought they had an actual claim there. 
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The claim was of record. They erected some facilities, and they did 
try to hit the glory hole as has been described here. 
Mr. Lemrne. It has not been abandoned. 


CONSOLIDATED COPPER CO. 


Mr. Wootr. They purchased quite a bit of equipment, and the 
equipment is still there. 

I would like to add this, Mr. Chairman. The impression that the 
Kefauver report apparently conveys is that this Consolidated Copper 
Co. was a fictitious corporation created for the purpose of selling 
stock to anybody by employees of the internal-revenue service who 
would make representations that if they made a purchase of the stock 
they would be given special preference by the Bureau of Internal 
Revenue. Apparently, from my reading of it, that is what they in- 
tended to convey. 

Mr. Gary. Certainly it is subject to that interpretation. 

Mr. Woot¥r. Our investigation, which was made, which required 
all this time, disclosed no evidence whatsoever that there was any 
corruption on the part of any employee in the internal-revenue service 
in making such promises to any outside person, a gambler, racketeer, 
or anybody of that kind. 

Mr. Fernanprz. You mean they were not made? 

Mr. Wootr. They were not made. Furthermore, the Mountain 
City Consolidated Copper Co., as indicated by Mr. Oliphant, was 
a legitimately organized company. It was not a fictitious paper 
company. 

Mr. Lemrna. I would like to add this, that it is being investigated 
by the grand jury in San Francisco to see if there was such a promise 
made to the Jenkins woman, for example, that is the one exception 
which is in such a nebulous state yet that it takes the grand jury to 
try and sift the evidence to see whether the promise was made. 

Mr. Wootr. We do not know and are not responsible for what 
Hartmann may have said. We are only responsible for what the 
internal-revenue employees may have said. 

Mr. Boricu. The point is that she has been indicted since, so they 
did not accomplish anything. 

Mr. Canrietp. Commissioner, I was glad to hear you preface your 
remarks today with the statement that you welcome the opportunity 
to appear before this committee and comment on the serious charges 
in the Kefauver report. Very properly I think, too, you emphasize 
that those charges came at a rather unfortunate time because tax- 
payers throughout the country are now preparing their March 15 
income-tax returns. Conceivably these charges may have a bearing 
on those reports. I am sure you will agree with me when I say that 
this committee, the House Committee on Appropriations for the 
Treasury and Post Office Departments, now being asked by you to 
approve appropriations aggregating more than $250 million for the 
conduct of the Bureau’s operations during the new fiscal year 1952, 
has a real responsibility. Personally I think our responsibiilty is a 
continuing responsibility in times like this to make certain that the 
Bureau staff consists of competent and honest men and that it does 
not stray away from its responsibility to the taxpayers of our country. 
How one member of the Appropriations Committee feels on that score 
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is indicated in a little article recently appearing in Governmental 
Affairs, a daily published by the Pe, a of Commerce of the United 
States, and I read under the caption Gangsters, as follows: 


Representative Gore, Democrat, of Tennessee, asked Treasury Secretary 
Snyder to explain charges that Government tax collectors are giving “preferen- 
tial treatment” to gangsters and racketeers. 

Gore said in a letter to the Secretary that every legitimate small business in 
the country has had to hire extra office help to keep all records required by the 
Treasury Department. But he said the Senate Crime Investigating Committee 
reported that “no record of any kind is kept” b ythe mobsters. 

The committee reported that mobsters keep only the loosest tax returns and 
are allowed to submit returns which the Internal Revenue Bureau would not 
accept from ordinary citizens. 

How one taxpayer domiciled in my district feels about these charges 
is indicated in a letter to me in which he sends an editorial from the 
Washington Daily News saying in part: 

There is one charge by the Kefauver committee about which the Federal 
Government can, and emphatically should, do a great deal right now. 

This is the charge that the Federal Bureau of Internal Revenue is letting 
gamblers, mobsters, and gangsters “get away with murder” in their income-tax 
returns. 

The committee asserts that the Government is being defrauded of tax revenue 
which may amount to “hundreds of millions.” It says racketeers submit returns 
which the Bureau “would not accept from ordinary citizens.” It is apparent, 
the committee adds, that most if not all of these returns are “fraudulent,” but 
that many are not scrutinized with “even ordinary care.” 

Ordinary, law-abiding citizens, trying hard at this time of year to be con- 
scientious about their income-tax returns, have all the right in the world to 
demand action on this charge. 

Granted, it isn’t a simple matter to find the truth about the income of a pro- 
fessional gambler or racketeer. Granted, those who defy other laws will also 
try to conceal the amount of their take from organized crime. 

But the Bureau of Internal Revenue has extraordinary power to ferret out the 
facts about such matters. If it needs more power, it should have that. If it 
isn’t making full use of the power it already has, Congress should use its full 
power to find why not. 

The first question, Commissioner, is this: Were members of your 
staff called before the Kefauver committee before it issued this report ? 
Were they heard by the committee? 

Mr. ScHoENEMAN. No, sir; they were not. 

Mr. CanFietp. The reason I ask is that I see in the interim report 
a quotation from Assistant Commissioner of Internal Revenue Daniel 
Bolich appearing before the committee. ; 

Mr. ScHorneMAN. Maybe I should qualify my answer. I under- 
stood your question to be directed to whether we were consulted about 
the terminology of the report before it was issued. 

Mr. CanFIELD. My question was, Were you or members of your staff 
called before the Kefauver committee? 

Mr. ScHoENEMAN. Yes, sir; they were at the beginning of the hear- 
ing. Mr. Bolich and the members of our staff did appear. 


APPEARANCE BEFORE KEFAUVER COMMITTEE 


Mr. Boticu. It was the first open hearing which the committee held 
and the Treasury Department and its various bureaus which had law- 
enforcement functions appeared. Under Secretary Foley appeared 
for Secretary Snyder, and I appeared for Commissioner Schoeneman 
who at that time was on official business on the West Coast. The quota- 
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tion in the interim report is only part of the testimony that was given. 
The statement, as read into the record by me, was a statement of the 
Commissioner of Internal Revenue, and it tried to inform the com- 
mittee as to what we were doing, and what we were trying to accom- 
plish in this area. The quotation is only part of the statement. 

Have we got the full statement here? 

Mr. Canrietp. Mr. Bolich, let me ask you this question: Were you 
apprised of these charges at the time? Did you make comment 
thereon ? 

Mr. Bouicn. At the time we testified, Congressman, the Kefauver 
committee was just starting. 

Mr. CAnFiELD. I see. 

Mr. Botacu. I might add that during the period of their abs 
tion our field offices were instructed to cooperate with them thoroughly 
and completely. I indicated previously that it cost us a lot of time 
and a lot of manpower to withdraw these tax returns. We made avail- 
able to them our investigative reports and assisted them with our own 
investigators, but we have never had any indication that they were 
going to make any reference to the Bureau’s administration. 

Mr. ScnHorneman. As a matter of fact, I had an opportunity to 
tell Senator Kefauver yesterday that they had an opportunity to 
make a favorable comment in regard to us because we went overboard 
making available our reports and returns to them. I was amazed that 
we did not get some bouquets instead of brickbats because they had 
an opportunity to see what a tremendous effort our people have been 
making to catch up with this class of taxpayer. 

I think that, while Mr. Bolich did not go into great detail, we 
have investigated a great number for prosecution, and I think the 
record is one that we should be proud of. It is true that we do not 
get all of them, and it is true that it takes sometimes months and 
sometimes years to get one of them. I think Senator Kefauver had 
a chance to see that we were making an honest effort and I think our 
accomplishments were of the kind that we can be proud of. 

Mr. CanrieLp. Commissioner, Mr. Bolich told us how the Bureau 
got Al Capone. Has the Bureau been able to get any other gang- 
sters during the last several years? 

Mr. ScHorneman. Mr. Bolich has a number of those and the num- 
ber of convictions that have been obtained in that area of so-called 
racketeer or hoodlum type. 

Mr. Canrie.p. Will you elaborate on that? 


CONVICTIONS FOR INCOME TAX LAW VIOLATIONS 


Mr. Boricu. Our record of convictions, you know, does not reveal 
our entire effort along this line. We may recommend a lot of addi- 
tional taxes that would not sustain a criminal reference. We have 
figures here for 1942 when we had 14 convictions; in 1943 we had 13 
convictions; for 1944 we had 9 convictions; for 1945 we had 7 con- 
victions; for 1946 we had 7 convictions; for 1947 we had 10 convic- 
tion; for 1948 we had 22 convictions; for 1949 we had 33 convictions; 
and for 1950 we had 22 convictions, while for the first 8 months of 
1951 we had 21 convictions. Those are all fiscal year periods. 

Mr. Gary. Is that related only to the gangsters ? 

Mr. Bouicu. That is all I am talking about. 
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Mr. ScHorneMaAn. That covers just what we consider to be the 
hoodlum type. 

Mr. Canrtexp. In this group, are some of these so-called nationally 
known gangsters? 

Mr. Boricn. For instance, we indicted Colazzo, who was the so- 
called basketball fixer. We had him before anybody else had him. 

As I told you previously we have some 485 cases in process at the 
present time as of March this year. In that group there are some 
88 receiving consideration for criminal prosecution. 

Mr. ScHorneMAN. Again that is the racketeer type. 

Mr. Boticu. I might add to that, to give you the full picture, that 
we have 58 recommendations pending at the chief counsel’s level: we 
have 30 recommendations pending at the Department of Justice level, 
that is, the Attorney General’s office ; and 7 in the hands of the United 
States attorneys. And there are presently 16 under indictment. 


LA FONTAINE TAX RETURNS — 


Mr. Canrrevp. Commissioner, I just happened to pick up this morn- 
ing the Washington Post before I came to the committee room today, 
and I read an interesting story. This is the caption, “LaFontaine 
tax returns false from 1930-1949, court told: income of gambler 
underestimated 50 percent, register contends.” The article goes on 
as follows: 


James A. LaFontaine, the big-money gambler, filed “allegedly false and fraudu- 
lent” income-tax returns each year from 1930 until 1949, the year he died, it 
was reported yesterday to district court. 

According to Theodore Cogswell, register of wills, LaFontaine underestimated 
his income by more than 50 percent. During the 19 years LaFontaine reported 
income of $1,056,940 when he made $2,352,107, Cogswell said. 

Cogswell said he had been “advised by a representative of the Bureau (of 
Internal Revenue) that all returns of the decedent covering the vears 1930 to 
1949, inclusive, were allegedly false and fraudulent.” 


FORD PREPARED RETURN 


Cogswell said Internal Revenue records showed that Attorney Charles E. Ford, 
one of the executors, prepared all of the returns for LaFontaine and his wife 
between 1930 and 1948 with the exception of 1932. 

Cogswell continued: “Mr. Ford has stated to this office, however, that the 
portion of the decedent’s tax returns relating to other income (which consisted 
of decedent’s gambling income) were prepared by him only upon the basis of 
the information furnished him on the respective occasions by decedent LaF'on- 
taine and that the 1949 return filed after his death, was computed on the basis 
of known assets at that time.” 

Asked for comment, Ford said that the truth would be found in the petition 
he had filed for permitting payment of the tax claim. 

The petition states that after an “exhaustive 8-months search by Internal 
Revenue agents, the deficiency was discovered with the cooperation of Ford. 


UNALLOWED DEDUCTIONS 


The discrepancy was determined on the basis of the increase of LaFontaine’s 
net worth over the years together with unallowable deductions such as Federal 
income taxes, living expenses, gifts and attorney’s fees for person] services. 

Ford has sent a letter to beneficiaries under the will telling them that payment 
of the tax claim will materially reduce the estate inheritance taxes. 

The court disclosure came just a week after the Senate Crime Committee 
charged the Bureau of Internal Revenue had made no “real effort” to crack down 
on fraudulent income-tax returns of “known gangsters and racketeers.”’ 
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Cogswell reported the data in recommending that the executors of the LaFon- 
taine estate, estimated at $2,134,356, be given court permission to pay the 
Bureau of Internal Revenue tax claim of $956,684.96. 

Mr. McLarney, will you comment on that story ? 

Mr. McLarney. Mr. Congressman, in the year 1931 Jim LaFontaine 
was indicted, tried and convicted, of filing fraudulent income-tax 
returns. We discovered that he had understated his income. The 
understatement was determined on the basis of our approach to many 
of these gamblers who either keep no record or keep inadequate records, 
that is, net worth statements. A net worth statement generally is the 
difference between his assets and his liabilities. From 1930 to 1949 we 
had examined his income-tax return each and every year with little 
or no change in his income and it was not until 1949 when Jimmy 
LaFontaine died and his attorney, Charles Ford, opened a safe in 
his private home that it was discovered he had secreted something over 
$1,000,000 in currency. This discovery was reported to the officers of 
the District of Columbia on account of the inheritance tax and some- 
time later it appeared in the press. When it came to our attention we 
got Jimmy i aN apiaina’s returns out for all these years intervening 
between 1930 and 1949. We determined that on the basis of his net 
worth statement in 1930 and his net worth statement in 1949 he could 
not have accumulated that much money unless he had understated 
his income to the Federal Government. The result was that an agent 
started his examination and he did get the cooperation of the attorney 
and he did set up the tax, the penalty and interest to which the execu- 
tors of the estate agreed. The newspaper article appearing in the 
Post and the Herald this morning is the result of the executor of the 
estate asking the district court for its approval to agree to the tax and 
penalties and interest of something close to $1,000,000. 

I might relate, Congressman, that we would never have discovered, 
and we did not discover, the unreported income during those inter- 
vening years because he had hidden the cash, the profits that he had 
made during those years, in his safe, in his home. The money was not 
in the safe deposit in any bank. In these type of cases where gamblers 
have secreted sums of money in cash in their own private home it is 
impossible for us to check it. 

As a result of checking the LaFontaine returns it was discovered 
that Jimmy LaFontaine’s associate had died subsequent to 1949 and 
his safe deposit box was opened and in it was found $150,000 in cash. 
Examination at this moment is being carried on by our officers and we 
expect that there will be substantial tax, penalties, and interest in that 
particular case. 


NEW RULES AND PROCEDURES 


Mr. Canrretp. Mr. McLarney, one of the recommendations of the 
Kefauver committee is that special procedures and rules be adopted 
by the Bureau of Internal Revenue for dealing with income-tax 
returns of known criminals. The Commissioner has testified today 
that he and his staff are reviewing the situation at this time. Do you 
contemplate that cases like the LaFontaine case can be handled 
through new rules and a new system of procedure? 

Mr. ScuorneMAN. Mr. Chairman, I think because of the success of 
the Bureau in the Capone case many people throughout the country 
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think that the Internal Revenue Bureau is the one organization that 
can put criminals in jail. It is a terrific responsibility for us if we 
are going to be expected to stop the criminals in the country from 
operating. All we can do is make this terrific effort we are mak- 
ing to catch up with them. 

r. Gary. You have no jurisdiction over any crime that they com- 
mit other than the violation of the revenue laws? 


VIOLATIONS OF STATE LAW 


Mr. ScuoeneMan. That is right. If a man like LaFontaine will 
violate the laws against gambling and things of that type—and all 
these racketeers do not hesitate to violate their State laws—then 
no matter how many laws we have that require them to keep books, 
I think you can assume that they will not do it. If they are going 
to indulge in gambling and so forth, they will not keep books. 

Mr. Canrrevp. But where they hide the funds you maintain there 
is no way to get at them’ 

Mr. McLarney. Only by the way that we have been doing and 
what we are going to do, and as Mr. Bolich pointed out this morning, 
that we are going to try to do it in a more coordinated fashion. If 
they are going to hide their cash from us you would almost have to 
have thousands of collectors to dig up the vards and have access to 
the safes in their houses to see if they are hiding money. 

Mr. ScnHoeNeMAN. Mr. Chairman, I might also say that we know 
that the pattern of some of these racketeers who made this money dis- 
honestly is to try to get it into legitimate businesses. We are alert to 
that, but it is something that is hard to run down. If you have de- 
tail on that you might mention it, Mr. Bolich. 


INVESTIGATIONS IN NEW YORK AND FLORIDA 


Mr. Boricn. We have an investigation squad at ‘the present time 
working in the New York area and in the Florida area making what 
we call third party investigations. We are checking out certain hotel 
chains, certain realty corporations. At the present time we have 
called in, in New York alone, some 12 or 15 organizations and have 
given attention to their capital set-up and the stock ownership of 
the corporation with a view to running back this very possibility, 
that some of this racketeer money has found its way into legitimate 
business. That, as you recognize, is not an easy job either. However, 
we launched into that some months ago, almost a year ago. That 
is being amplified and wherever we get leads, and we have imany 
sources of information in this whole situation, we intend to run them 
out. We have gotten a couple of fairly good breaks recently. 

Mr. ScnorneMaAN. I think I should say, and I think I have said it 
before, that we are constantly trying to improve our method of oper- 
ation. The things that Mr. Bolich has described this morning as to 
what we have in mind on a new method of operation. is one of the 
things that comes along in that line. It will give us a better coordi- 
nation of the three different field forces, and it will give us a good 
opportunity to direct their activities and within the limitations of our 
personnel, to concentrate upon those areas most in need of attention. 
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FRAUDULENT TAX RETURNS 


Mr. Boricu. It is pointed up that this particular group of taxpayers 
are filing fraudulent returns. Of course that is not new tous. We 
have been alert to that since 1930. We have never ceased concen- 
trating on this group. To me the whole approach to it has to be 
intensive investigation and intensive effort and concentration on a 
particular individual, which may require, as I said, 15 or 20 collateral 
investigations. 

Mr. _ eo Mr. Bolich, do you believe with the Kefauver com- 
mittee that the Government is now losing huge sums from these 
illegal ventures ? 

Mr. Boricu. My answer to that would be to refer to our figures 
here. Last year we recommended cases amounting to some $24,000,000. 
We have as of March this year 485 cases in which there is $57,000,000 
liability. The answer to that would be yes, sir, that we are. But the 
fact is that the Internal Revenue Bureau is alert to it and is doing 
something about it. There is $75,000,000 that we have already picked 
up. 
Mr. ScHorneMAN. Congressman, reference was made by you to part 
of a statement which was made by Mr. Bolich before the Kefauver 
committee. Would it be proper to read it for the record ? 

Mr. Gary. I did not quite understand you? 

Mr. Boticu. This was the Commissioner’s statement delivered by 
me before the Kefauver committee when they held their first Wash- 
ington hearing some months ago. In the interim report they referred 
to a statement made by the Assistant Commissioner as follows: 

Unlike the gangsters of the thirties, many of our modern big-time racketeers 
take deliberate and carefully contrived steps to defend themselves against the 
possibility of successful tax prosecution. 

They go on further and mention that these returns are beine filed 
loosely and it could be interpreted as being in contradiction to what we 
had said. 

Mr. Canrrevp. Mr. Chairman, I made a reference to that in a por- 
tion of my interrogatory, and I request that it go in the record. 

Mr. Gary. We will insert it in the record at this point. 

(The statement is as follows:) 


STATEMENT OF GEORGE J. SCHOENEMAN, COMMISSIONER OF INTERNAL REVENUE, 
BEFORE THE SENATE SPECIAL COMMITTEE To INVESTIGATE ORGANIZED CRIME IN 
INTERSTATE COMMERCE 


Mr. Chairman and members of the committee, I am glad to have the opportunity 
to testify before you today on this all-important question of crime suppression 
and control. It is a thought-provoking subject and one in which I, both as a 
private citizen and as Commissioner of Internal Revenue, have a deep and abiding 
interest. 

I have assumed, for purposes of this statement, that, at this point in your 
inquiry, there are, insofar as the Bureau of Internal Revenue is concerned, prob- 
ably two questions uppermost in your mind. First, what is the Bureau doing to- 
ward the investigation of racketeers, gamblers, and other members of the criminal 
element? And, second, how can the Bureau best aid this committee in the 
crucially important task which confronts you? 

Before answering these questions, however, I think it is important that I give 
you something in the nature of a backdrop against which the present-day law- 
enforcement activities of the Bureau must be viewed. Moreover, with your per- 
mission, I intend to confine myself almost exclusively to our activities in con- 
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nection with enforcement of the Federal income-tax laws. I will leave it to 
Mr. Avis, Assistant Deputy Commissioner of the Bureau’s Alcohol Tax Unit, 
who will follow me to tell you of what the Bureau is doing in combating the 
non-tax-paid liquor traffic. 

Let me contrast for a moment the workload of the prewar Bureau with that of 
the Bureau today. In late 1947, an advisory group appointed by the Joint Com- 
mittee on Internal Revenue Taxation conducted a thoroughgoing survey of the 
Bureau’s operations. In its report, it stated: “The general public has as yet an 
inadequate appreciation of the radical changes wrought in the Federal tax sys- 
tem during the war period.” The report then went on to compare the prewar 
and postwar tax systems in terms of tax yields, number of tax accounts, and 
the number of taxpayers’ returns and supplemental documents. 

The group found, for example, that in 1940 the Bureau collected 5.3 billion 
dollars; while in 1947 it had collected nearly 40 billion: It found that in 1940 
the Bureau maintained 12% million taxpayers’ accounts; while in 1947 this 
number had increased to over 68 million. The number of returns received by 
the Bureau in 1940 amounted to approximately 19 million. In 1947, this figure 
had increased to 9014 million, plus 161 million supplemental documents of various 
kinds. 

This increase in our workload brought with it many new problems. Among 
other things, it focused attention on the need to simplify tax forms and instruc- 
tion sheets. Expanded programs of taxpayer assistance became necessary. It 
required the development of new and better methods of processing taxpayers’ 
returns and keeping their accounts. It called for a vigorous program for un- 
covering taxpayers who have never filed returns. It involved the working out 
of better methods to insure prompt collection of unpaid taxes. Finally, it de- 
manded the development of enforcement programs that would insure a much 
wider audit coverage than had heretofore been necessary. 

In the words of the Report of the Advisory Group to the Joint Committee, these 
enforcement programs had to be aimed at preserving an equitable balance not 
only “between honest and dishonest taxpayers but also between those with simple 
and those with complicated returns, between those to whom the taxing statute 
may be applied with ease and those to whom its application is difficult, and 
between those who are careless and those who are meticulous in keeping their 
supporting records.” 

I think this statement of the advisory group not only points up the fact that 
the Bureau’s task is a many-sided one but it also serves to drive home a principle 
on which the Bureau has always operated, but as to which some misunderstanding 
is prevalent. That principle may be summed up briefily by stating that the 
enforcement of criminal provisions for tax evasion is entirely auxiliary to the 

3ureau’s primary and basic mission which is collection of the internal revenue. 
In short, these provisions are not directed at raw criminality or general crime 
control but rather at aiding in accomplishment of the Bureau's essential task of 
collecting the revenue. They are not ends in themselves but are rather facilitating 
factors to the preservation and maintenance of our voluntary system of tax 
assessment and collection. 

The traditional attitude of the Bureau on the contribution which criminal 
prosecutions make toward maintenance of this system is ably expressed in the 
following excerpt from one of our annual reports: 

“While it is recognized that criminal offenders in tax cases should be punished 
for violation of law, successful prosecutions have the added and more far- 
reaching effect of impressing upon the taxpayer’s community the results of 
infractions of the law in tax cases, and serve as a warning to other possible 
lawbreakers. The penal provisions of the law are, of course, incidental to the 
general purpose of raising revenue, but the successful prosecution of numerous 
violators of the tax laws is believed to have resulted indirectly in the voluntary 
payment of large amounts of taxes legally due.” 

The emphasis here is on the word “successful.” Indiscriminate and unsuc- 
cessful prosecutions can boomerang on the Bureau, since they encourage, rather 
than deter, violations. It is consequently vital to us that we make certain that 
we have a provable tax fraud case before prosecution is instituted. 

With this backdrop before you, I will now turn to, and answer, the first question 
which I posed at the beginning of my statement. What is the Bureau doing 
toward the investigation of racketeers, gamblers, and other members of the 
criminal element? 

Here the record speaks for itself. The Bureau has investigated, is investi- 
gating, and will continue to investigate any criminal, racketeer, or other hoodlum 
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suspected of evading his liabilities under the Federal tax laws. Moreover, the 
Bureau has recommended, and will continue to recommend, for prosecution, the 
cases of any such individuals where the facts uncovered by the investigation 
disclose that criminal tax fraud has been perpetrated. By the same token, how- 
ever, the Bureau cannot recommend for tax prosecution the case of any individual, 
regardless of how notorious he may be, if the investigation of his case fails to 
disclose that criminal fraud against the revenue has been committed. This is 
only a logical application of the principle I have just referred to. Like any other 
responsible Government agency, the Bureau is, of course, anxious to make any 
contribution it appropriately can toward solution of the problem of general 
crime. Under the law, however, it has its limitations which cannot be ignored. 

You will no doubt be interested in a summary of the results of the Bureau’s 
tax fraud activities over the period of the past few years. During the five 
fiscal years from 1946 to date, approximately 15,600 tax-fraud investigations 
were completed by special agents of the Bureau in cooperation with the regular 
revenue agents or deputy collectors. These investigations resulted in additional 
tax and fraud penalty assessments of over 1 billion dollars. During that same 
period, approximately 3,000 tax-fraud cases were referred to the Department of 
Justice for criminal prosecution. Approximately 10 percent of these investiga- 
tions and referred cases involve members of the criminal element. These in- 
clude gamblers, slot-machine operators, bookmakers, extortionists, narcotic 
smugglers, abortionists, and a host of others. 

As to current investigations, the record shows that as of May 31, 1950, the 
special agents had a total of 3,416 suspected tax-fraud cases either under, or 
definitely scheduled for, complete investigation, and a total of 9,110 not yet 
reached for action and decision. Many of these cases also involve members of 
the criminal element. At the same time, of course, the revenue agents and deputy 
collectors are conducting initial inquiries into numerous other suspected fraud 
cases. 

I think this record demonstrates that tax evaders of all types, including 
gamblers and racketeers, are receiving, and will continue to receive, the attention 
of the Bureau. 

I will turn now to the second question which I posed at the beginning of this 
statement. How can the Bureau best aid this committee in the task which has 
been set for it? 

I should like first to repeat the assurance which the Secretary has already 
given you of the desire of the Bureau to extend to you all possible cooperation 
and assistance in the conduct of your inquiry. I have an intense pride in the 
investigative competence and zeal of our revenue service, and feel sure that 
much of the experience which it has gained during the past quarter of a century 
will be of substantial aid and value to you in your task. We are glad to be 
able to make that experience available to the committee. 

One of the significant things we have learned, and which you will undoubtedly 
encounter during the course of your investigation, is that there is quite a dif- 
erence between the tax-consciousness of some of our present-day racketeers and 
many of their predecessors of the early 1930’s. To understand this difference, 
it is necessary to go back to the prohibition era and the postrepeal period when 
public attention was focused on the activities of a number of notorious gangsters 
and racketeers. 

The story of how these criminals were successfully attacked through income 
tax prosecutions is well known. There was, however, a basic reason for the 
success which attended these prosecutions. Actually, these individuals were 
caught by surprise. They had been successful in avoiding prosecution for their 
basic crimes, but had given no attention to the need for protecting themselves 
from tax prosecutions. Some of them had not even filed returns. A number re- 
ported no more than nominal income. Many carried on their illegal activities in 
a relatively open manner. In addition, their operations were more or less 
localized. All of these factors worked to the advantage of the Government’s 
prosecution efforts. 

These prosecutions, coupled with the effective postrepeal policing of the 
liquor traffic by our Alcohol Tax Unit, caused many of these law violators to 
turn to greener and safer fields. Gambling and bookmaking became their new 
stock-in-trade. While they were products of the same prohibition era that gave 
birth to our notorious gangsters of that period, they differ in one important 
respect from their tax-ignorant predecessors. Unlike the gangsters of the 
thirties, many of our modern big-time racketeers take deliberate and carefully 
contrived steps to defend themselves against the possibility of successful tax 
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prosecutions. They obtain professional tax advice and, in numerous cases, they 
report substantial net income on their returns. They frequently attempt to 
insulate themselves from direct attack by operating through a maze of corpora- 
tions, dummy stockholders, and ‘fronts.’ Under these conditions, investigations 
on the part of the Bureau, aimed at determining whether the returns or sup- 
porting records of these individuals are false or fraudulent so as to sustain a 


charge of criminal tax evasion, is frequently a long, difficult, and time-consuming 
process. 


This is one of the practical aspects of our enforcement problem which we have 
encountered and one which has required us to develop new investigative tech- 
niques in an endeavor to meet it. It also presents for your consideration the 
question as to how much law-enforcement officials concerned with the problem 
of general crime suppression and control can properly rely on the Federal taxing 
statutes for effective policing of our modern racketeers. 

Secause you gentlemen are concerned primarily with the criminal enforcement 
aspects of the Bureau's work, I have devoted substantially all of my statement 
to a discussion of our activities on that front. I would be most reluctant, how- 
ever, to close this statement without making clear that, in relation to the size 
of our over-all job, we do not regard tax evasion as a problem of excessive pro- 
portions. I have no hesitancy in saying that the overwhelming majority of our 
taxpayers are honest and either file true returns or, if they err, they err in good 
faith. I think the public at large ought’to know and ought to be reassured that, 
percentagewise, the number of persons who undertake to evade their income 
taxes is negligible compared to that great body of honest, forthright, and 
patriotic citizens who form the bulwark of our revenue system and our Nation. 

Mr. Passman. Mr. Commissioner, what is the number of employees 
in the Bureau of Internal Revenue as of December 31, 1950, approxi- 
mately ? 

Mr. Evans. As of January 31, 1951, Congressman, we had 55,073 
employees. 

Mr. Passman. Well, it is certainly not unusual for some particular 
employee of the Department out of a large number of employees 
occasionally to show up as being a bad apple? 

Mr. ScHorneMAN. No, sir. We hate to have any of them show up 
as being bad individuals or doing something irregular, but we are 
amazed that with the force we have we do not have more than that. 

Mr. PassMan. Mr. Commissioner, I think it has been very well 
established this morning that, in connection with the so-called Cali- 
fornia scandal, you have been working on that for months and maybe 
years before the Kefauver committee visited California ? 

Mr. ScuorneMan. That is right. For months I would say; and 
at the stage we had the cases in Washington they were having diffi- 
culty making a decision, and for that reason they sent them back for 
reinvestigation. 

Mr. PassMan. It would appear that you really rs the case 
and did the work and the Kefauver committee got the publicity on it. 
I think that is important because it is unfavorable publicity, and I do 
not think the public understands that you had been working on this 
case months and maybe years before the Kefauver committee visited 
California. 

Mr. ScHorneMAN. It is true that we were working on it for months 
before the Kefauver committee got into it. But, as I stated this morn- 
ing, we, under our method, cannot discuss in the newspapers what we 
are doing in regard to our cases. We did not put the spotlight on the 
fact that we were looking into these cases, but the Kefauver committee 
did do that. 

Mr. Passman. Mr. Chairman, under the testimony brought out this 
morning, I should think that the Kefauver committee should be will- 
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ing to come out with a statement showing the Bureau of Internal 
Revenue in a better light than that which occurred. 

Mr. ScuoenemMan. It is difficult to attack statements made by the 
report because they are not specific. That is the reason I requested an 
opportunity to appear before the Ways and Means Committee, to not 
on y defend our organization from an attack of this kind but to make 
it clear that certain congressional committees have a right to look into 
our activities. 

Mr. Passman. But the Department has been given an unfavorable 
publicity here. 

Mr. ScHoeneMAN. It is unfortunate because a great part of our 
success in administering the tax laws depends on the cooperation of 
the public. 

Mr. Passman. In other words, if the public knew anything about 
your procedure, and how you had to operate, then they would under- 
stand it differently than perhaps they have understood it because of 
the publicity you got? 

Mr. ScHoENEMAN. You are entirely right. The statement that was 
read into the record this morning to the effect that, since every other 
taxpayer is required to keep books, criminals should likewise be re- 
quired to keep them, is sound; but, as I said, if a man is going to 
indulge in a violation of State laws he is less apt to keep books than 
otherwise. It is unfortunate for the honest conscientious taxpayer 
that these criminals exist. 


LARGE AMOUNTS OF TAXES COLLECTED FROM RACKETEERS 


Mr. Passman. From personal observation, every few days I notice 
that the Internal Revenue has collected large sums of money from 
some racketeer in, say, New Orleans, or Florida, or some other place. 
You are developing cases of that type constantly ? 

Mr. ScHorNneMAN. That is true. We do that every so often, and the 
only time it is given publicity is when it becomes a court record. 
We are constantly investigating that type of taxpayer. I think I have 
made this statement before, that I do not think we should be ever 
satisfied with the type of job we are doing and we should try to do 
a better job. I would not be able to tell this committee that we catch 
up with every criminal in this country, but I do emphasize that we 
will continue to try to catch up with them. 

Mr. Otrenant. As a matter of fact, you may be interested in know- 
ing that criminal action is being taken this very day in a case in this 
field which we regard as being of substantial importance. 

Mr. Passman. Mr. Commissioner, do you contemplate issuing some 
release to the press clearing up this California situation as far as you 
are concerned, or are you willing to just take the abuse and let it 
ride? 

Mr. ScrrornemMan. Well, it is our thought to really get this partic- 
ular subject to a point where people can understand just what we are 
doing. You have to discuss individual cases, and we cannot discuss 
individual cases in the press. But we can discuss the details of indi- 
vidual cases before the Ways and Means Committee. We were hope- 
ful that, if we made the showing that we are confident we can make 
before the Ways and Means Committee, that committee would issue 
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astatement. I donot know whether they would or not, but they would 
be in a position to say whether we are doing a good job. 

Mr. Passman. In this particular case where you have been given 
some very unfavorable publicity that I think has been unfair, would 
the public ever know any different? What I am trying to establish 
is whether or not you are going to correct the impression in the minds 
of the public that there has been an erroneous statement issued cast- 
ing a shadow on your Department. when it should have been a favor- 
able comment. How will the public know any different? 

Mr. ScHornEMAN. We have given some thought to the issuance of 
a publicity statement. 

Mr. Fernanvez. The one statement here that I think is the most 
glaring example of what you are talking about is “certain top officials 
of the Internal Revenue Bureau in that area conceived the brilliant 
scheme of selling stock which they owned in a company that they 
controlled to persons who were likely to have trouble with their 
income taxes.” As I understand, that is denied completely and they 
named no names. 

Mr. Schoeneman. But they described them as top officials. We do 
not consider deputy collectors as top officials in our + seg They doa 
tremendous job, but their area of operations is with the smaller type 
of returns, and we would never consider a deputy collector as a top 
official of the Bureau. 

Mr. Fernanvez. Even as to the deputy collectors there is no evidence 
that that is a fact ? 

Mr. ScHorneMan. That is right. I do not want to say, however, 
that there have not been enough things happened to justify us in 
separating one or two of them from the service. 

Mr. Wootr. You understand that Pat Mooney, while he was deputy 
collector, did sell stock in this Consolidated Co. ¢ 

Mr. Fernanpez. For this purpose? 

Mr. Wootr. Not for that purpose, legitimately. 

Mr. Passman. Is it not true that a lot of the publicity was built 
around a former employee of the Bureau and not a present employee? 

Mr. Scuorneman. That is right. 

Mr. JAmes. I have just one question where you draw a line between 
so-called racketeers and criminals and others who are guilty of trying 
to defraud the Government in income tax returns in just as criminal a 
way, but they are not in enterprises that might be called racketeering. 
I have in mind the thing that broke out among mushroom growers 
at and near West Grove, Pa. It was found that quite a few of those 
fellows who do a big and apparently prosperous business were taking 
much of the proceeds of the business and hiding money, in currency, 
outside the State boundaries. Do they fall into the investigations 
of the group who are investigating criminals and racketeers? 

Mr. ScuoeneMan. I agree thoroughly with your statement that it is 
pretty hard to tell the difference between, say, the doctor who cheats 
on his income tax return and the racketeer. They are both violating 
our revenue laws. But as to this list that we compile of so-called 
racketeers or hoodlums, we are talking about men who are known in 
their particular locality as being engaged in some illegitimate enter- 
rise. As to these mushroom people, I do not know about the case, 
ut I would assume that in working up a list of hoodlums, the people 
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of our service probably would not think that a man who was engaged 
in the mushroom business was a racketeer or hoodlum. He would not 
be in that list that was referred to this morning. 

Mr. James. Would such cases be turned up by another level of opera- 
tions of your Department ? 

Mr. Scuoeneman. Oh, yes, I tried to emphasize that this morning. 
This list which Mr. Bolich referred to is made up of people that we in 
our service consider racketeers or underworld characters. That does 
not mean that we do not investigate the mushroom operator or the doc- 
tor or anyone else violating our revenue laws. We are trying to segre- 
gate from the mass of all taxpayers these hoodlums or racketeers so 
that we can make a special drive on them, but without neglecting the 
“others. 

Mr. James. They turn up pretty much in the same way as any other 
business return ? 


AUDIT OF MUSHROOM GROWERS TAX RETURNS 


Mr. Boticu. Should we explain to the Congressman that in the 
instance of the mushroom growers we turned that up in the audit? 
The agent in the Philadelphia office struck on that scheme of evasion 
that the mushroom growers were practicing. How much additional 
tax was developed, it was well over $1,000,000, was it not ? 

Mr. McLarney. A substantial amount, Mr. Bolich. And Congress- 
man, it did show up as a result of a regular examination of one of the 
mushroom growers and we merely directed our examination to other 
mushroom growers in that same area. As the Commissioner pointed 
out, that would be, in our category, a taxpayer beyond the definition 
of the term “racketeer.” 

Mr. James. If you do not get much credit for some of these 
operations I am ready to hand you a lot of credit for that one. 

Mr. McLarney. I think it is well over $1 million. 

Mr. Wootr. There are some prosecutions, and the same thing ap- 
plied to some potato growers. 

Mr. Boxicu. There again we get no publicity and we cannot talk 
about it. Even when the case goes to the prosecution stage, it is the 
Attorney General who publicizes that. 

Mr. Sreminsk1. I hope you will call in the press when these hear- 
ings are printed to take notice of the variance in testimony. 
Secondly, I hope you will not let this notoriety worry you. You know, 
the purpose of the Dieppe raid in 1942 was to commit the German 
divisions and to get their pattern of defense, and I think we drew 18 
German divisions out of their holes and saw how they intended to 
defend themselves. I think that this might also be an attempt to 
smoke you out to find out your pattern of assault on the racketeers. 

Mr. ScoorneMan. That is very generous of you. We appreciate 
that very much. 

Mr. Bouitcu. Thank you. 

Mr. Gary. Just a few days ago a certain person was talking to me 
about several cases that had come under his observation recently 
where certain doctors had charged rather suhstantial fees to wealthy 
patients, and when the bills were sent in the patients refused to pay 
the amount of the bills and insisted that the doctor receipt it at half 
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the amount and then made the doctor a gift of the other half volun- 
tarily in an effort to escape income-tax liability. Do you think there 
is any widespread practice of that type? 

Mr. McLarney. I would not think so, Mr. Chairman, and I would 
not see how the taxpayer could consider that the services he rendered 
would be in the nature of a gift. I do not see how you could split 
something like that. 

Mr. Oxrenanv. I might say that on the other side, one of the un- 
fortunate situations that developed during the war and since the war 
is in the doctor-dentist category. In our investigation of those cases 
and the unfortunate convictions that we have had it has developed 
that doctors again will want to acquire cash, and if their bill is $1,000 
they will say, “Well, if you will give me $500 in cash I will take the 
$500 in cash.” There has been a pattern on the doctors’ side. 

Mr. ScnoeneMAN. Would you mind qualifying that, “some” doc- 
tors? 

Mr. Oureuant. Of course, I am not characterizing the profession. 

Mr. Gary. I understand that. But, you do not think that is wide- 
spread ? 

Mr. McLarney. That is the first time I have heard that one. 

Mr. Gary. This party told me he was informed of two instances, one 
involving a sum of $2,500 and the other involving the sum of $15,000. 
I could not see how the patient could profit by a transaction of that 
kind, therefore, I did not see why the patient would be instigating a 
practice of that kind when he would not profit by it. It would help 
the doctor if the doctor considered half of the fee as a gift. I agree 
with you that it is all income and regardless of the transaction it 
would be taxable as income. It is very difficult, however, for you to 
check on any individual who receives cash if he does not report it, 
except by a net worth investigation which might disclose the increase 
in net worth, if the transactions were substantial. But the average 
doctor, or lawyer, or a great many other people who keep adequate 
records, if they wanted to be dishonest could take a part of their re- 
ceipts in cash and stick them in their pocket and it would be almost 
impossible to check on them unless something happened to their net 
worth to cause you to become suspicious. 

Mr. ScHorneMAN. I think that many prosecutions that we have had 
on doctors and people of that type would indicate that our success has 
been based on net worth. 

Mr. Botton. Mr. Chairman, you are speaking about the net worth 
method, or what we call the comparative net worth method, of deter- 
mining their liability. In the LaFontaine case, if it had not been for 
the 1930 investigation which established his net worth as of that date, 
we would not be able to support our present computations of defi- 
ciency. 

Mr. Gary. Gentlemen, we are glad to have had you and these pro- 


ceedings will be published, which at least will give your statement of 
the case. 


Mr. ScuornemMAN. Thank you. 
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